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ANNUAL  REPORT  ON  THE  FINANCES 

Department  of  the  Treasury, 
Washmgion,  December  17^  1970. 

Sirs  :  Pursuant  to  the  requirements  of  31  U.S.C.  1027,  I  have  the 
honor  of  presenting  to  you  the  annual  report  on  the  finances  of  the 
Federal  Government  for  the  fiscal  year  1970.  This  report  consists  of 
tliree  parts:  First,  this  introduction  reviews  the  major  economic  and 
financial  developments  during  fiscal  year  1970 — the  overview,  as  it 
were.  Second,  the  main  text  of  this  report  and  its  supporting  data 
provide  detailed  information  on  the  operations  and  administrative  ac- 
tivities of  the  Department  of  the  Treasury  during  the  fiscal  year.  The 
last  part  of  this  report,  the  supporting  tabular  data,  follows  in  the 
separate  Statistical  Appendix. 

The  Overview 
The  National  Economy 

Fiscal  year  1970  saw  the  transition  from  an  overheated,  highly  in- 
flationary environment  to  a  less  inflationary  environment  capable  of 
sustaining  renewed  growth.  As  fiscal  1970  began,  appropriate  mone- 
tary and  fiscal  policies  had  been  successful  in  slowing  down  the  rate 
of  total  spending  and  bringing  it  into  approximate  balance  with  pro- 
ductive potential.  This  reduction  of  excess  demand  was  the  first  neces- 
sary step  in  bringing  inflation  under  control. 

The  transition  to  a  less  inflationary  environment  was  accompanied 
by,  and  to  some  extent  necessarily  complicated  by,  a  second  major 
transition — the  adjustment  from  a  wartime  to  a  peacetime  economy. 
The  Government  made  progress  toward  investing  as  much  in  human 
resource  programs  as  in  national  defense.  In  addition,  betw^een  the 
first  and  last  quarters  of  the  fiscal  year,  national  defense  purchases, 
as  recorded  in  the  national  income  accounts,  fell  by  $3  billion.  Un- 
fortunately, such  a  major  change  of  emphasis  carries  some  short 
term  disadvantages  despite  the  merits  of  the  change.  In  this  case,  due 
to  the  lower  levels  of  defense  procurement,  there  was  an  estimated 
decrease  of  about  400,000  in  job  opportunities,  and  certainly  some  part 
of  the  rise  in  regional  unemployment  rates  can  be  attributed  to  reduced 
defense  orders.  However,  over  the  long  run,  through  neAv  job  oppor- 
tunities and  human  resource  programs  such  as  manpower  retraining, 
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it  is  expected  that  the  persons  affected  by  the  change  will  be  reabsorbed 
into  the  work  force. 

The  fight  against  inflation  certainly  overshadowed  the  shift  to  a 
peacetime  economy  in  terms  of  public  interest — a  natural  emphasis 
considering  the  readily  visible  effects  of  inflation  on  the  purchasing 
power  of  millions  of  Americans.  The  major  economic  indicators 
showed  that,  by  the  end  of  the  year,  the  combination  of  orthodox  fiscal 
and  monetary  policies  had  begun  to  slow  down  a  persistent  inflation. 

In  the  last  quarter  of  the  fiscal  year,  the  GNP  price  deflator  rose 
at  a  4.3  percent  annual  rate,  compared  to  5.3  percent  on  a  comparable 
basis  in  the  previous  quarter.  In  consumer  prices,  the  rate  of  increase 
fell  below  6  percent  by  the  end  of  the  year.  Further  improvement  was 
expected  since  retail  prices  did  not,  at  that  time,  fully  reflect  the 
lower  rate  of  advance  which  had  been  developing  in  the  w^iolesale 
price  area.  In  the  latter  area,  on  a  seasonally  adjusted  basis,  the  an- 
nual rate  of  increase  dropped  to  1  percent  in  the  last  quarter  of  the 
year,  partly  because  of  an  actual  decline  in  farm  and  food  prices. 
While  it  was  fully  expected  that  some  of  the  observed  improvement  in 
the  price  picture  might  not  occur  every  single  month,  the  outlook,  from 
all  indications,  was  for  a  declining  rate  of  inflation. 

Since  the  remaining  inflationary  pressures  were  largely  of  the  cost- 
push  variety,  it  was  noteworthy  that,  after  more  than  a  year  of  little 
gain  or  actual  decline,  productivity  in  the  private  economy  rose  at  an 
annual  rate  of  3.7  percent  in  the  last  quarter  of  the  year.  This  gain  in 
productivity  held  the  rise  in  unit  labor  costs  in  the  closing  quarter  to 
an  annual  rate  of  II/2  percent. 

While  these  indicators  were  encouraging,  strong  inflationary  mo- 
mentum still  existed  at  the  end  of  the  fiscal  year.  Continued  gains  in 
productivity  coupled  with  restraint  in  wage  bargaining  and  pricing 
decisions  will  be  needed  in  fiscal  1971  in  order  to  restore  better  balance 
to  the  cost-price  structure.  The  usual  process  can  be  assisted  by  the 
inflation  alert  of  the  Council  of  Economic  Advisers  and  by  the  Pro- 
ductivity Commission  established  by  President  Nixon  shortly  before 
the  end  of  the  year.  However,  major  reliance  will  continue  to  be  placed 
upon  fiscal  and  monetary  policy  to  bring  the  inflation  to  an  end  and 
restore  the  conditions  for  balanced  growi;h. 

To  restore  conditions  for  balanced  growth,  it  w^ll  also  be  extremely 
important  from  the  standpoint  of  the  financial  markets  to  avoid  a 
large  Federal  budget  deficit.  Such  a  deficit  would  undermine  confidence 
in  the  Government's  resolve  to  fight  inflation  as  well  as  the  trend 
toward  lower  interest  rates  which  developed  toward  the  end  of  the 
year. 

At  the  time  the  fiscal  1971  budget  was  submitted  in  February,  a 
surplus  of  $1.5  billion  was  projected  for  1970.  With  tax  receipts  run- 
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ning  somewhat  below  expectations,  a  reestimate  in  May  placed  the 
deficit  at  $1.8  billion.  The  final  deficit  for  the  year  was  $2.8  billion  and 
reflected  the  slower  pace  of  the  economy  and  the  operation  of  the  so- 
called  automatic  stabilizers.  Budget  outlays  were  actually  $1.6  billion 
below  the  May  estimate  and  $1.3  billion  below  the  February  budget 
estimate,  despite  higher  outlays  for  such  uncontrollable  items  as  m- 
terest  on  the  public  debt  and  farm  price  support  payments.  Budget 
receipts,  on  the  other  hand,  were  $2.7  billion  below  the  May  estimate 
and  $5.6  billion  below  the  February  budget  estimate,  reflecting  lower 
than  expected  levels  of  individual  and  corporate  tax  receipts. 

At  the  time  of  the  May  estimate,  fiscal  year  1971  outlays  were  pro- 
jected at  $205.6  billion,  with  receipts  of  $204.3  billion,  for  a  deficit  of 
$1.3  billion.  The  estimated  receipts  assumed  favorable  legislative  action 
upon  administration  revenue-raising  recommendations  in  the  tax  area. 
These  legislative  proposals  consist  of : 

— Postponement  of  scheduled  reductions  in  excise  taxes  on  automobiles 
and  communication  services  to  prevent  a  revenue  loss  of  $650  million 
in  fiscal  year  1971  and  $1,250  million  in  fiscal  1972. 

— A  proposed  acceleration  in  gift  and  estate  tax  payments  to  raise  ap- 
proximately $1.5  billion  in  additional  receipts  for  fiscal  year  1971. 

— A  proposed  tax  of  $4.25  per  pound  on  lead  additives  used  in  gasoline. 
This  tax  is  a  vital  element  in  the  administration's  top-priority  pro- 
gram to  reduce  air  pollution.  While  the  proposed  tax  is  estimated  to 
yield  a  first-year  revenue  gain  of  approximately  $1.6  billion,  it  is  de- 
signed primarily  as  an  incentive  for  the  development  of  lead-free 
gasoline,  not  as  a  revenue-raising  measure  per  se. 

(A  full  discussion  of  taxation  developments  in  fiscal  1970  appears  on 
pp.  27-37.) 

In  domestic  financial  markets,  pressures  forcing  up  interest  rates 
were  relatively  intense  at  times  during  the  year,  but  a  more  settled  at- 
mosphere seemed  to  be  developing  by  the  end  of  the  year.  In  the  first 

6  months,  short  term  interest  rates  rose  sharply  but  fell  by  a  roughly 
equivalent  amount  in  the  second  half.  Three-month  Treasury  bill  rates 
began  the  year  at  6I/2  percent,  rose  to  a  peak  of  slightly  more  than  8 
percent  in  late  December  1969,  and  then  dropped  irregularly  to  about 
6%  percent  by  the  end  of  June  1970.  Market  yields  on  long  term 
Government,  corporate,  and  municipal  securities  rose  fairly  steadily 
during  the  first  half  of  the  fiscal  year  but  then  flattened  out.  In  the 
late  spring  and  early  summer  of  1970,  corporate  and  municipal  yields 
pushed  still  higher.  The  yield  on  new  AA  corporates  reached  9.9  per- 
cent in  mid-June,  and  yields  on  new  offerings  of  municipals  exceeded 

7  percent  in  late  May.  But,  by  the  end  of  the  year,  long  term  yields 
were  rapidly  falling  back  from  their  highs. 

397-702  0—71 2 
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One  favorable  aspect  of  interest  rate  developments  during  the  year 
was  the  relative  decline  in  short  term  market  rates.  This  placed  the 
thrift  institutions  in  a  more  favorable  competitive  position,  and  sav- 
ings flows  picked  up  considerably  during  the  course  of  the  year.  In  con- 
junction with  special  Federal  efforts,  this  increase  in  available  funds 
promised  to  support  an  upturn  in  housing  over  the  long  run. 

At  times  during  the  year,  considerable  concern  was  expressed  in  some 
quarters  over  the  possibility  of  a  so-called  liquidity  crisis.  Markets 
continued  to  function  effectively,  however.  Actions  by  the  monetary 
authorities — particularly  the  June  1970  relaxation  of  regulation  Q 
ceilings  in  the  short  term  area — and  the  demonstrated  resilience  of 
financial  markets  did  much  to  allay  any  fears  that  strains  would  un- 
duly inhibit  the  financing  of  sound  companies.  With  moderate  growth 
in  the  monetary  aggregates  resumed,  no  general  shortage  of  liquidity 
was  expected  to  emerge. 

Undoubtedly  a  large  Federal  budget  deficit  could  disturb  this  more 
settled  atmosphere  of  the  financial  markets.  Close  restraint  over  Fed- 
eral expenditures  and  favorable  action  on  the  above-mentioned  tax  pro- 
posals can  avert  this  situation. 

Meanwhile,  President  Nixon  took  two  steps  which  could  have  a 
dramatic  impact  on  the  handling  of  finances  in  this  country  over  the 
long  run.  First,  early  in  the  fiscal  year,  the  President  sent  a  special 
message  to  the  Congress  describing  the  administration  plan  for  reve- 
nue sharing  with  State  and  local  governments.  During  the  course  of 
the  year,  the  general  approach  was  endorsed  by  the  National  Gover- 
nors' Conference,  the  U.S.  Conference  of  Mayors,  the  National  League 
of  Cities,  the  National  Association  of  Counties,  and  the  National  Legis- 
lative Conference  of  State  Officials,  and  by  numerous  State  and  local 
leaders. 

Second,  in  an  economic  report  in  February,  the  President  announced 
that  he  would  appoint  a  Presidential  Commission  on  Financial  Struc- 
ture and  Regulation  to  study  the  role  of  financial  institutions  and  to 
make  recommendations  for  any  needed  changes.  Under  the  chairman- 
ship of  Reed  O.  Hunt,  the  Commission  held  its  first  meeting  in  Wash- 
ington on  June  27  and  announced  plans  for  intensive  research. 

Specific  Treasury  Activities 

Fiscal  year  1970  saw  the  Department  of  the  Treasury  carry  out  its 
traditional  responsibilities  as  well  as  some  more  novel  responsibilities, 
principally  in  the  area  of  law^  enforcement. 

In  the  field  of  taxation,  the  enactment  of  the  Tax  Reform  Act  of 
1969  (Public  Law  91-172)  was  one  of  the  most  significant  changes  to 
the  Federal  revenue  system.  Some  of  the  provisions  of  the  act  had  a 
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short  term  impact,  such  as  the  extension  of  the  income  tax  surcharge  at 
a  5-percent  rate  from  January  1  to  June  30,  1970,  and  the  extension  of 
automobile  and  telephone  excise  tax  rates  to  December  31,  1970. 

Other  provisions  of  the  1969  Tax  Reform  Act  are  of  a  longer  term 
nature,  such  as  the  repeal  of  the  investment  tax  credit  and  a  variety 
of  tax  reform  and  relief  measures  which  are  discussed  at  length  later 
in  this  report. 

Treasury's  debt  management  policies  were  conducted  successfully 
despite  the  difficult  market  conditions  described  earlier.  During  the 
first  half  of  the  year  there  was  net  borrowing  from  the  public  (unified 
budget  basis)  of  $9.8  billion  followed  by  net  repayment  of  $4.4  billion 
in  the  second  half  of  the  year.  This  reflected  the  normal  seasonal 
pattern.  For  the  full  year  net  borrowing  from  the  public  of  $5.4  billion 
compared  with  net  repayment  of  about  $1  billion  in  fiscal  1969  (after 
adjustment  for  certain  reclassification  of  debt  and  investments  of 
enterprises  in  fiscal  1969  to  place  the  figures  on  a  comparable  basis). 

The  shift  to  net  borrowing  from  the  public  was  largely  due  to  the 
swing  from  a  $3.2  billion  budget  surplus  in  fiscal  1969  to  the  afore- 
mentioned $2.8  billion  deficit  in  fiscal  1970.  The  amount  of  net  borrow- 
ing was  relatively  small  by  recent  standards  but  was  supplemented 
by  about  an  $11  billion  increase  during  the  year  in  the  debt  of  quasi- 
Federal  agencies  which  are  not  included  in  the  budget  totals  any 
longer.  (For  a  detailed  discussion  of  Treasury  financing  operations 
during  the  fiscal  year  1970,  see  pp.  17-23.) 

In  the  area  of  law  enforcement,  Treasury  strengthened  its  activities 
at  every  level  including  the  undertaking  of  a  coordinated  approach  to 
problems  requiring  enforcement  by  several  departments. 

Confronted  by  the  drug  crisis.  Treasury  secured  and  used  an  $8.7 
million  supplemental  appropriation  to  improve  customs  control  of 
drug  smuggling.  Treasury  shared  the  lead  role  in  Operation  Intercept, 
a  massive  drug  search  effort  along  the  U.S. -Mexican  border.  This  was 
followed  by  Operation  Cooperation,  a  joint  U.S. -Mexican  effort  to 
control  illicit  drug  traffic. 

With  full  departmental  support,  Customs  intensified  inspection  of 
passengers,  baggage,  and  cargo  at  all  border  points.  A  three-pronged 
attack  against  cargo  pilferage  was  also  launched. 

Treasury  committed  its  resources  to  combat  organized  crime  by : 

(1)  Participating  with  other  Government  agencies  in  National 
Strike  Force  actions ; 

(2)  Urging  adoption  of  laws  designed  to  defeat  the  use  of  foreign 
bank  accounts  to  further  unlawful  purposes ; 

(3)  Acting  administratively  under  existing  laws  and  treaties  to 
make  more  accessible  information  on  use  by  U.S.  citizens  and  resi- 
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dents  of  secret  foreign  bank  accounts  to  further  criminal  activities ; 
and, 

(4)   Seeking  a  judicial  assistance  treaty  with  Switzerland  to  en- 
large access  to  such  information. 

In  revitalizing  its  enforcement  of  antidumping  and  countervailing 
duty  laws,  Treasury  adopted  policies  which  expanded  the  use  of 
enforcement  tools,  expedited  procedures  and  increased  personnel. 

A  separate  Office  of  Law  Enforcement  was  created  within  Treasury 
to  facilitate  top  level  cooperation  on  enforcement  activities  with  the 
appropriate  Government  agencies.  In  addition,  Treasury  personnel 
utilized  the  Consolidated  Federal  Law  Enforcement  Training  Center, 
an  independent  organization  established  to  provide  in-depth  training 
to  criminal  investigators  for  all  Treasury  and  other  Government 
enforcement  activities. 

International  Developments 

In  the  international  area,  there  were  further  evolutionary  improve- 
ments of  the  international  monetary  system  during  the  year.  Final 
agreement  was  reached  within  the  international  financial  community 
on  the  procedures  for  planned  and  orderly  creation  of  additirn<^.  to 
international  gold  and  foreign  exchange  reserves.  Creation  of  the 
Special  Drawing  Rights  facility  in  the  International  Monetary  Fund 
came  after  years  of  painstaking  study  and  negotiations  and  was  a  land- 
mark in  international  financial  cooperation. 

Provision  for  the  allocation  of  SDR  was  made  through  amend- 
ment to  the  Fund's  Articles  of  Agreement  which  became  effective 
July  28,  1969.  The  first  year's  allocation  of  $3.4  billion  in  SDR  was 
made  on  January  1,  1970,  and  the  facility  entered  into  active  use. 

A  proposal  to  increase  quotas  within  the  International  Monetary 
Fund  has  been  placed  before  the  member  governments.  A  quota  in- 
crease is  necessary  at  this  time  to  keep  pace  with  the  growth  in  the 
world  economy  and  Avorld  trade.  This  third  increase  in  Fund  quotas 
since  its  founding  in  1945  would  raise  the  total  size  of  the  Fund  to 
$28.9  billion,  an  enlargement  of  about  35  percent.  The  increase  in  the 
U.S.  quota  would  be  $1,540  million,  bringing  the  U.S.  share  up  to 
$6,700  million.  Enabling  legislation  was  pending  before  the  Congress 
at  the  close  of  the  fiscal  year. 

During  the  course  of  the  year,  possible  modification  of  exchange 
rate  practices  was  also  under  study  within  the  International  Monetary 
Fund.  Attention  focused  on  some  limited  evolutionary  changes,  con- 
sistent with  the  basic  purpose  and  functioning  of  the  exchange  rate 
system  established  at  Bretton  Woods.  While  no  consensus  appeared 
to  have  yet  been  reached  among  the  Fund  membership  on  the  need  or 
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desirability  of  an  amendment  of  the  Articles  of  Agreement  of  the 
IMF,  the  discussions  had  been  valuable  in  clarifying  the  nature  of 
proposals  for  limited  exchange  rate  flexibility  and  in  developing  a 
better  appreciation  of  their  usefulness  and  limitations. 

Early  in  the  year,  the  exchange  markets  themselves  were  subjected 
to  rather  severe  strains  and  two  major  exchange  rate  adjustments 
occurred.  The  French  franc  was  devalued  by  11.1  percent  on  August  8. 
In  late  September  and  part  of  October  the  German  mark  was  allowed 
to  float,  after  which  a  new  parity  was  established,  with  the  eventual 
revaluation  amounting  to  9.29  percent.  By  the  end  of  December  1969, 
these  changes  had  exerted  a  cooling  effect  upon  the  exchange  markets 
by  removing  the  threat  that  French  and  German  payments  disequilib- 
ria  might  provoke  serious  international  fuiancial  difficulties. 

With  sterling  making  a  strong  recovery  in  late  1969  and  early  1970, 
the  exchange  markets  became  much  better  balanced.  At  the  end  of 
May,  after  heavy  exchange  market  gains,  the  Canadian  Government 
announced  that  for  the  time  being  the  rate  would  not  be  kept  from 
exceeding  its  ceiling.  After  an  initial  flurry  of  uncertainty,  exchange 
markets  traded  on  an  orderly  basis.  At  the  close  of  the  fiscal  year 
the  Canadian  dollar  was  near  $0.97,  about  41^  i^ercent  alx)ve  parity. 
(A  fuller  discussion  of  international  financial  affairs  during  fiscal 
1970  will  be  found  on  pp.  87-57.) 

In  private  gold  markets,  there  was  a  more  settled  atmosphere  as 
a  result  of  the  exchange  rate  adjustments  of  the  French  franc  and 
the  German  mark,  successful  implementation  of  the  SDR  plan,  and 
clarification  of  South  African  gold  sales  policy  embodied  in  an  IMF 
policy  decision.  The  price  of  gold  in  London  fell  from  around  $40.75 
in  early  October  1969  and  reached  the  $35  level  during  December. 
After  fluctuating  around  the  $35  level  early  in  1970,  the  price  rose 
briefly  above  $36  in  May  before  falling  back  near  $35.40  in  June.  The 
present  two-tiered  gold  system  gives  every  sign  of  continuing  to 
function  successfully. 

The  U.S.  gold  stock  stood  at  $11,889  billion  by  the  end  of  fiscal 
1970.  This  represented  a  rise  of  $736  million  during  the  year.  Total 
U.S.  reserve  assets— including  SDR,  holdings  of  convertible  foreign 
currencies,  and  the  U.S.  reserve  position  in  the  International  Mon- 
etary Fimd — totaled  $16,328  billion  at  yearend. 

While  the  reserve  position  of  the  dollar  was  strong,  it  was  clear 
that  the  chronic  balance-of-payments  problem  still  remained.  Neither 
of  the  conventional  measures  of  the  deficit — liquidity  and  official  set- 
tlements— was  giving  an  entirely  meaningful  picture.  The  liquidity 
deficit  was  swollen  by  the  cycling  of  funds  through  the  Euro-dollar 
market  during  a  period  of  monetary  restraint.  The  result  on  the  official 
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settlements  basis,  on  the  other  hand,  tended  to  be  distorted  by  short 
term  movements  of  foreign  official  funds  into  and  out  of  the  Euro- 
dollar market.  But  even  after  allowance  for  temporary  factors,  the 
deficits  were  sizable  and  indicated  the  need  for  better  balance-of- 
payments  performance  in  the  future. 

On  the  basis  of  preliminary  information,  the  deficit  on  the  liquidity 
basis  amounted  to  about  $4.9  billion  for  the  year,  roughly  the  same 
as  in  fiscal  1969.  On  the  official  settlements  basis,  the  deficit  for  the 
year  was  estimated  near  $5.1  billion,  compared  to  a  surplus  of  $2.8 
billion  in  fiscal  1969. 

An  encouraging  development  during  the  year  w^as  the  steady  im- 
provement in  the  merchandise  trade  account.  The  balance  moved  from 
a  small  deficit  position  at  the  end  of  fiscal  1969  to  a  surplus  of  $848 
million  in  the  final  quarter  of  fiscal  1970,  on  the  basis  of  preliminary 
estimates.  Sharp  expansion  in  U.S.  exports  coupled  with  a  much 
slower  rise  in  U.S.  imports  accounted  for  the  better  performance. 

Over  the  longer  run,  a  strong  current  account  position  will  be  essen- 
tial for  U.S.  balance  of  payments  equilibrium.  Our  natural  role  as  a  net 
supplier  of  long  term  capital  to  the  rest  of  the  world  will  require  that 
we  cover  a  substantial  portion  of  that  outflow  by  a  surplus  on  goods 
and  services  transactions.  The  return  of  the  economy  to  a  noninflation- 
ary  path  of  expansion  will  facilitate  achievement  of  that  objective. 

We  are  ti-ying  to  assure  that  financing  facilities  for  our  exports  are 
not  inferior  to  those  of  other  countries.  In  addition,  the  Treasury 
proposed  to  the  Congress  a  modification  of  tax  treatment  of  exporting 
activity.  Under  the  proposal,  taxation  of  profits  from  export  sales 
of  a  so-called  Domestic  International  Sales  Corp.,  would  be  deferred 
until  such  time  as  dividends  from  that  income  are  distributed  to  the 
shareholders. 

Conclusion 

By  the  close  of  the  fiscal  year,  there  were  welcome  signs  that  infla- 
tionary pressures  w^ere  receding.  The  foundation  was  laid  in  fiscal  1970 
for  a  renewed  and  more  stable  expansion  of  the  economy.  However,  in 
the  future,  it  will  be  essential  to  shape  fiscal  and  monetary  policy  with 
particular  care  to  insure  that  expansion  occurs  within  a  much  less 
inflationary  environment  than  in  recent  years. 

David  M.  Kennedy, 

Secretary  of  the  Treasury. 

To  The  President  or  the  Senate. 

To  The  Speaker  of  the  House  of  Representatives. 


REVIEW  OF  TREASURY  OPERATIONS 


Financial  Operations 
Summary 

On  the  unified  budget  basis  tlie  deficit  for  fiscal  1970  was  $2.8  billion 
(compared  with  a  surplus  of  $3.2  billion  for  fiscal  1969).  Net  receipts 
for  fiscal  1970  amounted  to  $193.7  billion  ($6.0  billion  over  1969) 
and  outlays  totaled  $196.6  billion  ($12.0  billion  over  1969) . 

Borrowing  from  the  public  amounted  to  $5.4  billion  and  was  related 
to  (1)  the  $2.8  billion  deficit,  (2)  a  $1.6  billion  increase  in  cash  and 
monetary  assets,  and  (3)  a  $1.0  billion  decrease  in  other  means  of 
financing.  As  of  June  30,  1970,  Federal  securities  outstanding  totaled 
$383.4  billion,  comprised  of  $370.9  billion  in  public  debt  securities  and 
$12.5  billion  in  agency  securities.  Of  the  $383.4  billion,  $284.9  billion 
represented  borrowing  from  the  public.  Tlie  Government's  fiscal  opera- 
tions in  fiscal  years  1969-70  are  summarized  as  follows: 

In  billions  of  dollars 


1970 


Budget  receipts,  expenditures,  and  lending: 
Expenditure  account: 

Receipts 187.8  193.7 

Expenditures -_._ 183.1  194.5 


Expenditure  account  deficit  (— ),  or  surplus 4.7  —.7 

Loan  account: 

Net  lending 1.5  2. 1 

Total  budget: 

Receipts- 187.8  193.7 

Outlays.- - '184.5  196.6 


Budget  deficit  (-),  or  surplus___ _ 3.2  -2.8 


Means  of  financing: 

Borrowing  from  the  public,  decrease  (— ) —11. 1  5.4 

Reduction  of  cash  and  monetary  assets,  increase  (— ) —2.  2  —1.6 

other  means: 

Conversion  of  certain  Government  corporations  to  private  ownership.      10.2  .4 

other -.1  -1.4 


Total  budget  financing. 
Revised. 
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Budget  Receipts  and  Outlays 


THE  BUDGET 


$Bil. 
200 


160- 


1967 


Surp/us     184  6    ^^ 


1961         1962        1963         1964        1965         1966        1967         1968        1969         1970 
Fiscal  Years 


Chart  2 
Receipts 

Total  receipts  have  risen  in  each  of  the  last  11  years,  amounting  to 
$193.7  billion  in  fiscal  1970,  $6.0  billion  above  fiscal  1969.  In  compari- 
son with  fiscal  1969  receipts,  which  showed  a  rise  of  $34.1  billion,  the 
1970  results  suffered  by  reason  of  the  bunching  of  revenue  in  1969  oc- 
casioned by  the  delayed  enactment  of  the  income  tax  surcharge  in  the 
Revenue  and  Expenditure  Control  Act  of  1968.^  In  addition,  fiscal 
control  measures  adopted  early  in  1969  restrained  the  buoyant  (and 
inflationary)  course  of  general  economic  activity  and  had  their  neces- 
sary impact  on  Federal  revenues. 

In  summary.  Government  revenues  continued  to  expand  in  fiscal 
1970,  although  at  a  slower  pace.  A  comparison  of  net  budget  receipts 
by  major  sources  for  fiscal  years  1969  and  1970  is  shown  below. 

[In  millions  of  dollars] 


Net  budget  receipts 


1969 


1970       Increase  or 
decrease  (— ) 


Individual  income  taxes 87,249 

Corporation  income  taxes _ 36, 678 

E mploy ment  taxes 34, 236 

Unemployment  insurance 3, 328 

Contributions  for  other  insurance  and  retirement 2,353 

Excise  taxes 15, 222 

Estate  and  gift  taxes _ _  3, 491 

Customs 2, 319 

Miscellaneous  receipts _ '2, 908 

Total  budget  receipts '  187,  784 


fK),412 

3,163 

32,  829 

-3,848 

39, 133 

4,897 

3,464 

136 

2,701 

347 

15.  ;05 

483 

3,644 

154 

2,430 

111 

3,424 

516 

193, 743 


5.969 


■  Revised. 
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Projected  estimates  of  receipts,  required  of  the  Secretary  of  the 
Treasury,  are  shown  and  explained  in  the  President's  budget.  The 
1971  estimates  were  reviewed  and  revised  in  the  Bureau  of  the  Budget 
release  of  May  19, 1970. 

Individual  income  taxes. — Individual  income  taxes  amounted  to 
$90.4  billion  in  fiscal  1970,  $3.2  billion  above  the  1969  figure.  The 
increase  of  4  percent  reflects  rising  incomes,  offset  by  the  reduced 
income  tax  surcharge,  and  the  bunching  of  receipts  caused  by  the 
delayed  enactment  of  the  1968  act. 

Corporation  inco^tne  taxes. — Corporation  income  taxes  dropped  in 
fiscal  1970,  totaling  $32.8  billion,  $3.8  billion  below  the  1969  receipts. 
The  decrease  is  attributed  to  a  bunching  of  1969  receipts  and  lower 
expectations  of  1970  profits  and  tax  liabilities  and  the  reduction  in  the 
surcharge. 

Employment  taxes. — Employment  taxes  totaled  $39.1  billion  in  fis- 
cal 1970,  $4.9  billion  above  such  receipts  in  1969.  The  rise  reflected 
expanding  payrolls  and  number  of  people  employed,  as  well  as  the  full- 
year  effect  of  an  increase  in  the  combined  tax  rate  from  8.8  percent 
to  9.6  percent  effective  January  1, 1969. 

Unemployment  insurance. — Receipts  from  unemployment  insur- 
ance amounted  to  $3.5  billion  in  fiscal  1970,  slightly  above  the  1969 
figure. 

Contributions  for  other  insurance  and  retirement. — Such  contribu- 
tions and  premiums  amounted  to  $2.7  billion  in  fiscal  1970,  $0.3  billion 
above  receipts  in  fiscal  1969.  These  receipts  are  composed  of  medical 
insurance  premiums  for  the  aged  and  Federal  employees  retirement 
deductions.  Receipts  from  each  increased  in  fiscal  1970. 

Excise  taxes. — Excise  tax  receipts  are  detailed  in  the  following 
table. 

[In  millions  of  dollars] 

1969  1970  Increase  or 

decrease  (— ) 

Alcoholtaxes .-._ - '4,556  4,746  191 

Tobacco  taxes- - - 2,138  2,094  -43 

Documents _ 1  (*)  —1 

Manufacturers  excise  taxes _ - 6,501  6,683  182 

Retailers  excise  taxes  (repealed) {*)  (*)  (*) 

Miscellaneous  excise  taxes 2,148  2,342  195 

Undistributed  depositary  receipts  and  unapplied  collections 'WO  38  —161 

Gross  excise  taxes 15.542  15,904  361 

Less  refund  of  receipts _ -  320  199  -121 

Net  excise  taxes - 15,222  15,705  483 

'  Revised. 

•  Less  than  $500,000. 

Excise  taxes  rose  from  $15.2  billion  in  fiscal  1969  to  $15.7  billion 
in  fiscal  1970.  The  rise  in  total  was  $0.5  billion,  over  $182  million  of 
this  occurring  in  manufacturers  excise  taxes.  Other  significant  rises 
occurred  in  the  alcohol  and  miscellaneous  excise  taxes. 
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Estate  and  gift  taxes. — Estate  and  gift  tax  receipts  of  $3.6  billion 
in  fiscal  1970  were  $0.2  billion  above  receipts  in  1969. 

Customs. — Customs  duties  continued  to  advance  in  fiscal  1970  reach- 
ing $2.4  billion,  $0.1  billion  above  1969.  The  rise  reflected  further  in- 
creases in  taxable  imports. 

Miscellaneous  receifts. — Miscellaneous  receipts  amounted  to  $3.4 
billion  in  fiscal  1970,  rising  $0.5  billion  from  receipts  of  $2.9  billion 
in  fiscal  1969.  The  increase  was  almost  wholly  due  to  deposits  of 
earnings  by  Federal  Reserve  banks. 

Outlays 

Total  outlays  in  fiscal  1970  were  $196.6  billion  (compared  with 
$184.5  billion  for  1969).  The  outlays  consisted  of  expenditures  in  the 
expenditure  account  of  $194.5  billion  and  net  lending  in  the  loan  ac- 
count of  $2.1  billion.  Outlays  for  fiscal  1970,  by  major  agency,  are 
compared  to  those  of  1969  in  the  following  table.  For  details  of  the 
expenditure  account  and  the  loan  account  see  the  Statistical  Appendix. 

[In  millions  of  dollars] 

Agency  1969  1970      Increase  or 

(— )  decrease 

Funds  appropriated  to  the  President _ 4, 967 

Agriculture  Department _ .  _ _ 8, 330 

Defense  Department ■■  79, 137 

Health,  Education,  and  Welfare  Department. _  M6,  594 

Housing  and  Urban  Development  Department 1,529 

Labor  Department _ 3, 475 

Transportation  Department 5, 970 

Department  of  the  Treasury. 16, 924 

Atomic  Energy  Commission _ 2, 450 

National  Aeronautics  and  Space  Administration _ 4, 247 

Veterans  Administration _  7, 669 

other _ '8,374 

Undistributed  intrabudgetary  transactions.. —5,117         —6,380              —1,263 

Total  outlays -.. '184,548         196,588  12,040 

'  Revised. 
Cash  and  Monetary  Assets 

On  June  30,  1970,  cash  and  monetary  assets  directly  related  to  the 
budget  amounted  to  $15,077  million,  an  increase  of  $1,570  million  over 
fiscal  1969.  The  balance  consisted  of  $9,291  million  in  the  general 
account  of  the  Treasurer  of  the  United  States  (this  balance  was  $1,746 
million  more  than  June  30,  1969,  and  included  $275  million  net  trans- 
actions in  transit  as  of  June  30)  ;  $3,374  million  with  other  Govern- 
ment officers  ($978  million  less  than  1969) ;  and  $2,412  million  with 
the  International  Monetary  Fund  ($802  million  more  than  1969).  For 
a  discussion  of  the  assets  and  liabilities  of  the  Treasurer's  account 
see  page  107.  The  transactions  affecting  the  account  in  fiscal  1970 
follow : 


4,774 

-193 

8,307 

-24 

78, 360 

-777 

52, 338 

5,743 

2,603 

1,074 

4,356 

881 

6,417 

448 

19,  609 

2,585 

2,453 

3 

3,749 

-498 

8,653 

983 

11, 449 

3,075 
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Transactions  affecting  the  account  of  the  Treasurer  of  the  United  States,  fiscal  1970 

[In  millions  of  dollars] 

Balance  June  30,  1969 7,  544 

Less:  In  transit  at  June  30,  1969 441 

Excess  of  deposits,  or  withdrawals  (  — ),  budget,  trust,  and 
other  accounts: 

Deposits 209,924 

Withdrawals  (-) 223,648 

-13,723 

Excess    of    deposits,    or    withdrawals    (  — ),    public    debt 
accounts: 

Increase  in  gross  public  debt 17,  198 

Deduct: 

Excess  of  Government  agencies'  invest- 
ments in  public  debt  issues 11,358 

Accruals  on  savings  and  retirement  plan 
bonds  and  Treasury  bills  (included  in 
increase  in  gross  public  debt  above).  7,  688 
Less  certain  public  debt  redemptions 
(included  above  in  withdrawals, 
budget,  trust,  and  other  accounts)  _ .       6,  530 

Net  deductions 12,516  4,682 


Excess  of  sales  of  Government  agencies'  securities  in  the  market 9,  397 

Net  transactions  in   clearing  accounts    (documents  not  received  or 

classified  by  the  Office  of  the  Treasurer) 1,  556 

Net  transactions  in  transit 275 


Balance  June  30,  1970 9,291 

Corporations  and  Other  Business-Type  Activities  of  the  Federal  Government 

The  business-type  programs  which  Government  corporations  and 
agencies  administer  are  financed  by  various  means:  Appropriations, 
sales  of  capital  stock,  borrowings  from  either  the  U.S.  Treasury  or  the 
public,  or  by  revenues  derived  from  their  own  operations. 

Corporations  or  agencies  having  legislative  authority  to  borrow 
from  the  Treasury  issue  their  formal  securities  to  tlie  Secretary  of  the 
Treasury.  Amounts  borrowed  are  reported  in  the  periodic  financial 
statements  of  the  Government  corporations  and  agencies  as  part  of  the 
Government's  net  investment  in  the  enterprise.  In  fiscal  1970,  borrow- 
ings from  the  Treasury,  exclusive  of  refinancing  transactions,  totaled 
$12,451  million,  repayments  were  $9,955  million,  and  outstanding  loans 
on  June  30, 1970,  totaled  $30,660  million. 

Those  agencies  having  legislative  authority  to  borrow  from  the 
public  must  either  consult  with  the  Secretary  of  the  Treasury  regarding 
the  proposed  offering,  or  have  the  terms  of  the  securities  to  be  offered 
approved  by  the  Secretary. 

During  fiscal  1970,  Congress  granted  new  authority  to  borrow  from 
the  Treasury  in  the  total  amount  of  $6,243  million,  and  reduced  exist- 
ing authority  by  $221  million,  resulting  in  a  net  increase  of  $6,022  mil- 
lion. The  status  of  borrowing  authority  and  the  amount  of  corporation 
and  agency  securities  outstanding  as  of  June  30, 1970,  are  shown  in  the 
Statistical  Appendix. 
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Unless  otherwise  specifically  fixed  by  law,  the  Treasury  determines 
interest  rates  on  its  loans  to  agencies  by  considering  the  Government's 
cost  for  its  borrowings  in  the  current  market,  as  reflected  by  prevailing 
market  yields  on  Government  securities  which  have  maturities  com- 
parable with  the  Treasury  loans  to  the  agencies.  A  description  of  the 
Federal  agencies'  securities  held  by  the  Treasury  on  June  30,  1970,  is 
shown  in  the  Statistical  Appendix. 

During  fiscal  1970,  the  Treasury  received  from  agencies  a  total  of 
$1,047  million  in  interest,  dividends,  and  similar  payments.  (See  the 
Statistical  Appendix.) 

Quarterly  statements  of  financial  condition,  income  and  expense, 
and  source  and  application  of  funds  ai-e  submitted  to  the  Ti'easury  by 
Government  corporations  and  agencies.  Annual  statements  of  com- 
mitments and  contingencies  are  also  submitted.  These  statements  serve 
as  the  basis  for  the  combined  financial  statements  compiled  by  the 
Treasury  which,  together  with  tlie  individual  statements,  are  pub- 
lished periodically  in  the  Treasury  Bulletin.  Summary  statements  of 
the  financial  condition  of  Government  corporations  and  other  business- 
type  activities,  as  of  June  30,  1970,  are  shown  in  the  Statistical 
Appendix. 

Government-wide  Financial  Management 

New  hudget  concepis. — During  the  year  Treasury  staff  participated 
in  joint  efforts  with  the  Bureau  of  the  Budget  and  the  General  Ac- 
counting Office  to  implement  the  President's  February  1969  decision 
to  convert  the  fiscal  1972  budget  and  related  Treasury  reports  to  the 
accrual  basis. 

On  February  25,  1970,  Secretary  Kennedy,  Budget  Director  Mayo, 
and  Comptroller  General  Staats  met  to  assess  the  pilot  operation  of 
agency  reporting  and  the  Treasury  compilation  of  unpublished  ac- 
crual data.  They  concluded  that  the  President's  budget  should  be  con- 
verted to  the  accrual  basis  according  to  the  planned  timing. 

Three  problem  areas  were  recognized,  however,  as  precluding  con- 
version to  a  full  accrual  basis  immediately.  These  areas  are  (1)  the 
accrual  of  corporate  taxes,  (2)  performance  under  grants-in-aid,  and 
(3)  constractive  delivery  in  the  case  of  procurement  to  the  Govern- 
ment's special  order.  These  areas  all  require  reliance  on  source  data 
from  outside  the  Government  for  either  current  reports  or  for  valida- 
tion of  statistical  estimates. 

The  decision  to  convert  the  fiscal  1972  budget  to  a  modified  accrual 
basis  was  announced  by  the  Budget  Director  on  April  13  in  a  letter 
to  the  head  of  each  department  and  agency.  The  announcement  stated 
that  budget  revenues  (governmental  receipts),  and  certain  grant-in- 
aid  expenditures  would  remain  on  a  cash  basis.  Also,  where  accrual 
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data  for  constructive  delivery  on  procurement  of  made-to-order  items 
are  not  available,  or  only  partially  available,  the  expenditures  for 
such  items  will  not  be  on  the  full  accrual  basis,  but  will  reflect  as  much 
of  the  accruals  as  is  practicable. 

So  that  agencies  could  concentrate  on  improving  their  accrual  ac- 
counting systems,  the  central  agencies  deferred  efforts  to  identify  sub- 
sidies involved  in  Federal  direct  loan  programs  in  the  expenditure 
account  of  the  budget,  as  was  also  recommended  by  the  President's 
Commission  on  Budget  Concepts. 

Special  drawing  rights. — In  January  1970,  the  International  Mone- 
tary Fund  made  its  first  allocation  of  special  drawing  rights.  The 
creation  of  a  new  monetary  reserve  required  the  development  of  ap- 
propriate accounting  and  reporting  systems  to  control  and  fully  dis- 
close the  U.S.  position  in  this  new  asset.  Systems  development  in- 
volved the  accounting  and  reporting  systems  of  the  Exchange  Stabili- 
zation Fund,  Treasury  central  accounts  and  the  Federal  Reserve  banks. 
The  United  States  SDR  position  is  disclosed  in  the  Monthly  State- 
ment of  Receipts  and  Expenditures,  Treasury  Bulletin,  Combined 
Statement,  and  this  report. 

Joint  -financial  nwnagenient  improvement  frograin. — On  August  12, 
1969,  President  Nixon  issued  a  memorandum  to  the  heads  of  depart- 
ments and  agencies  giving  his  full  support  to  the  joint  program  and 
emphasizing  the  use  of  financial  management  as  a  tool  to  achieve 
better  general  management.^  With  this  important  prologue  and  with 
impetus  provided  by  Secretary  Kennedy,  Budget  Director  Mayo,  Civil 
Service  Chairman  Hampton  and  Comptroller  General  Staats,  the 
steering  committee  continued  to  expand  its  efforts  under  the  chair- 
manship of  the  Treasury  representative  during  fiscal  1970.  A  per- 
manent executive  secretary  was  hired  by  the  steering  committee  to 
assist  in  the  administration  of  the  program  and  an  agency  JFMIP 
liaison  group  was  reactivated. 

Bureau  of  Accounts'  staff  continued  to  represent  Treasury  on  the 
steering  committee  and  interagency  study  teams.  Studies  were  com- 
pleted involving  (1)  civil  agency  passenger  and  freight  transportation 
services  and  (2)  the  financial  administration  of  grant-in-aid  programs. 
A  series  of  grant-in-aid  followup  projects  have  been  initiated  and  a 
State-Federal  Financial  Management  Conference  is  being  planned  for 
October  1970.  Also  underway  are  projects  to  (1)  simplify  intragovern- 
ment  billing  and  collection  procedures,  (2)  simplify  legal  and 
regulatory  requirements  for  civilian  payrolling,  and  (3)  convert 
existing  manual  payroll  systems  to  existing  computer  systems. 


1  See  exhibit  60. 
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Federal  Revenue  Sharing 

A  significant  development  during  fiscal  1970  was  the  announcement 
of  the  administration's  proposal  to  inaugurate  a  program  of  Federal 
revenue  sharing  with  State  and  local  governments.  Treasury  officials 
played  a  major  role  in  the  formulation  of  this  financial  initiative, 
working  closely  with  State  and  local  representatives.  On  Septem- 
ber 25,  1969,  Secretary  Kennedy  transmitted  to  the  Congress  a  draft 
bill  embodying  the  substance  of  the  administration's  proposal.^ 

In  his  revenue  sharing  message  to  the  Congress,-  President  Nixon 
described  the  significance  of  the  measure  : 

"This  proposal  marks  a  turning  point  in  Federal-State  relations, 
the  beginning  of  decentralization  of  governmental  power,  the  restora- 
tion of  a  rightful  balance  between  the  State  capitals  and  tlie  national 
capital." 

In  addition,  he  outlined  the  major  features  of  the  administration's 
plan,  which  were  later  set  forth  more  explicitly  in  the  bill.  There 
are  four  key  provisions  in  the  proposal. 

First,  the  size  of  the  fund  to  be  shared  will  be  a  stated  percentage 
of  personal  taxable  income—the  base  on  which  Federal  individual 
income  taxes  are  levied.  Thus,  annual  appropriations  for  revenue 
sharing  will  rise  automatically  with  general  economic  growth.  During 
the  next  few  years,  due  to  budgetary  pressure  and  the  need  for  an 
orderly  phase-in,  the  size  of  the  fund  will  be  modest,  based  on  a  small 
but  growing  percentage.  However,  by  the  fiscal  year  1976,  a  permanent 
1  percent  of  taxable  income,  representing  about  $5  billion,  will  be 
appropriated  for  revenue  sharing. 

Second,  the  distribution  of  funds  among  States  will  be  made  on 
the  basis  of  each  State's  share  of  national  population,  with  a  small 
adjustment  for  the  State's  revenue  effort  (defined  as  the  ratio  of 
revenues  to  income).  Thus,  a  State  which  taxes  the  income  of  its 
citizens  more  than  the  national  average  will  receive  a  proportional 
bonus  over  and  above  its  basic  per  capita  share. 

Third,  every  general  purpose  local  government — city,  county,  or 
town — will  participate  directly  in  revenue  sharing.  The  distribution 
of  funds  within  a  State  between  the  State  government  and  the  local- 
ities will  be  based  on  a  formula  whereby  each  unit  of  general  local 
government  witliin  a  State  will  be  assured  a  sliare  that  is  proportionate 
to  its  own  revenue  collections. 

Fourth,  there  will  be  no  program  or  project  restrictions  placed 
on  the  use  of  revenue  sharing  funds.  Each  State,  county,  city,  or 


1  See  S.  2948.  introduced  in  the  Conprress  on  Sept.  23.  1969,  and  referred  to  the  Committee 
on  Finance:  or  H.R.  1.3982.  .ntroduced  in  the  Congress  on  Sept.  24,  1969  and  referred 
to  the  Committee  on  Ways  and  Means. 

2  See  exhibit  26. 
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tOTTii  will  look  to  its  own  needs,  rely  on  its  own  judgment,  and  allocate 
the  funds  as  it  deems  best.  Federal  requirements  will  consist  primarily 
of  simple  reporting  and  accounting  rules. 

Federal  Debt  Management 

The  basic  functions  of  Federal  debt  management  are  to  provide 
funds  needed  to  meet  Federal  expenditures  and  to  i-efund  maturing 
debt  obligations.  These  objectives  should  be  pursued  in  a  manner  that 
contributes  to  noninflationary  growth  in  the  domestic  economy  and  to 
a  balanced  position  in  our  international  accounts.  A  number  of  sec- 
ondary but  important  objectives  are :  To  achieve  a  well-balanced  debt 
structure,  to  provide  debt  instnnnents  meeting  the  needs  of  an  orderly 
securities  market,  to  coordinate  the  growing  volume  of  obligations 
issued  by  Federal  and  federally  sponsored  agencies  with  Treasury 
debt  management  policy,  and  to  minimize  the  costs  of  Federal 
borrowing. 

The  persistent  inflationary  pressures  operating  in  the  economy 
showed  no  signs  of  diminishing  when  fiscal  1970  began.  Financial 
markets  had  been  under  heavy  pressure  for  over  6  months.  The  com- 
bination of  strong  credit  demands,  restrictive  monetary  policy,  and  a 
lower  saving  rate  had  boosted  interest  rates  higher ;  and  businessmen, 
consumers,  and  State  and  local  governments  were  bidding  aggressively 
for  available  credit. 

Treasuiy  requirements  in  the  fiscal  year  included  refunding  $35.6 
billion  of  maturing  coupon  securities  of  Avhich  $21.4  billion  were 
privately  held,  providing  for  seasonal  needs  and  financing  the  $2.8 
billion  budget  deficit.  The  major  portion  of  the  new  money  needed  for 
these  purposes  was  raised  in  the  short  term  bill  area  with  the  issuance 
of  $14.5  billion  of  tax  anticipation  bills  and  the  net  addition  of  $6.0 
billion  to  the  outstanding  regular  bills.  The  only  cash  raised  outside 
of  the  bill  area  was  $2.2  billion,  in  connection  with  the  18-month  7%- 
percent  note  in  the  May  refinancing. 

Compared  with  recent  years  the  volume  of  maturing  Treasury  debt 
in  private  hands  was  normal,  the  budget  deficit  was  moderate,  and  the 
Federal  agency  debt  actually  declined  by  $1.7  billion.  The  really  large 
new  factor  was  the  requirement  of  the  federally  sponsored  agencies 
who  increased  their  debt  outstanding  by  $10.8  billion  during  the  fiscal 
year.  A  major  portion  of  this  increase  was  attributable  to  the  housing 
market  support  furnished  by  the  Federal  National  Mortgage  Associa- 
tion and  the  Federal  Home  Loan  Banks. 
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MARKET  YIELDS  AT  CONSTANT  MATURITIES'    1966-70 
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Chart  3 


During  the  year  the  Treasury  used  the  extended  note  autliority  in 
three  of  the  quarterly  financings  for  a  total  issuance  of  $6.9  billion  in 
the  6-  and  7-year  maturity  areas.  The  weight  of  the  shorter  issues, 
passage  of  time  and  the  volume  of  regular  bill  financing  were  over- 
whelming, however,  and  the  maturity  structure  of  the  marketable  debt 
was  further  eroded.  The  privately  held  marketable  debt  in  the  under  1 
year  area  increased  from  $69.3  billion  to  $76.4  billion  and  the  average 
length  of  the  total  privately  held  marketable  debt  declined  by  6  months 
to  3  years  8  months  on  June  30, 1970. 

CHANGES  IN  FEDERAL  SECURITIES 
By  type 

Federal  securities  include  Treasury  public  debt  issues  and  the  secu- 
rities of  those  agencies  that  have  an  element  of  Federal  ownership  and 
are  included  in  the  Federal  budget  concept.  In  fiscal  1970,  the  principle 
securities  included  among  Federal  agency  issues  were  the  guaranteed 
issues  of  the  Federal  Housing  Administration,  the  debt  issues  of  the 
Export-Import  Bank  and  the  Tennessee  Valley  Autliority,  the  partici- 
pation certificates  of  the  Government  National  Mortgage  Association, 
the  Commodity  Credit  Corj).  certificates  of  interest,  and  the  Defense 
family  housing  mortgages.  On  June  30,  1970,  total  Federal  debt  out- 
standing was  $383.4  billion,  an  increase  of  $15.5  billion  from  June  30, 
1969. 

Over  the  fiscal  year  Treasury  public  debt  increased  $17.2  billion  to  a 
June  30,  1970,  level  of  $370.9  billion.  Within  this  total,  marketable 
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issues  increased  $6.5  billion,  special  issues  to  trust  funds  rose  $9,5  bil- 
lion, nonmarketable  public  issues  increased  $1.3  billion  while  matured 
debt  and  debt  bearing  no  interest  declined  $0.1  billion. 

Excluding  the  periodic  refinancing  of  outstanding  bills  but  includ- 
ing yearend  to  yearend  additions  to  the  regular  weekly  and  monthly 
bills,  the  Treasury  issued  $55.3  billion  and  redeemed  $i8.8  Ijillion  of 
marketable  debt  during  the  fiscal  year. 


Class  of  debt 


Public  debt  securities: 

Marketable  public  issues  by  maturity  class; 

Within  1  year 

1-5  years _ _  -  - 

5-20  years 

Over  20  years 

Total  marketable  issues 

Nonmarketable  public  issues: 

Series  E  and  H  savings  bonds.  _ 

U.S.  savings  notes 

Investment  series  bonds - _ 

Foreign  series  securities. 

Foreign  currency  securities _ 

Other  nonmarketable  debt 

Total  nonmarketable  public  issues 

Special  issues  to  Government  accounts  (nonmarketable). 
Noninterest-beaving  debt 

Total  gross  public  debt 353.7  370.9  +17.2 

In  the  nonmarketable  sector  of  the  public  debt,  special  issues  to  the 
Government  trust  funds  increased  by  $9.5  billion  with  the  Federal  old 
age  and  survivors  trust  fund  accounting  for  $4.0  billion  of  the  increase. 
The  tdal  of  special  securities  issued  to  foreign  official  accounts  increased 
by  $1.5  billion  although  the  Foreign  Currency  issues  had  a  net  decline 
of  $1.0  billion.  U.S.  savings  bonds  and  savings  notes  had  a  net  decline 
of  $0.2  billion  in  outstanding  issues  during  the  year. 

At  the  beginning  of  fiscal  1970  the  $1.6  billion  of  Commodity  Credit 
Corp.  certificates  of  interest  were  added  to  Federal  agency  securities 
by  means  of  a  reclassification  from  budget  transactions.  All  of  the 
certificates  were  redeemed  during  the  course  of  the  year.  Other  major 
changes  in  Federal  agency  securities  during  the  fiscal  year  were  a  $1.3 
billion  decline  in  the  participation  certificates  of  the  Government  Na- 
tional Mortgage  Association,  a  $0.6  billion  decline  in  the  outstanding 
securities  of  the  Export-Import  Bank  and  a  $0.3  billion  increase  in  the 
outstanding  securities  of  the  Tennessee  Valley  Authority.  The  Federal 
agency  debt  outstanding  at  the  end  of  the  fiscal  year  was  $12.5  billion 
down  $1.7  billion  from  the  end  of  fiscal  1969. 


June  30, 
1969 

June  30, 
1970 

Increase,  or 
decrease  (— ) 

In  billions  of  dollars 

103. 9 

105.5 
89.6 
26.4 
11.0 

+1.6 

62.8 

+26.  8 

43.2 

-16.8 

16.2 

-5.2 

226. 1 

232.6 

+6.5 

51.7 

51.3 
.7 
2.4 
3.4 
1.4 
.9 

-.4 

.5 

+.2 

2.5 

-.1 

1.7 

+1.7 

2.4 
.1 

-1.0 

+.9 

58.8 
66.8 
2.0 

60.1 

76.3 

1.9 

+1.3 

+9.5 

-.1 
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PRIVATE  HOLDINGS  OF  MARKETABLE  FEDERAL  SECURITIES 
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Chaet  4 
Ownership 

The  $383.4  billion  Federal  securities  outstanding  at  the  end  of  fiscal 
1970  consisted  of  $370.9  billion  public  debt  issues  and  $12.5  billion 
Federal  agency  issues. 

Oumership  of  public  debt  securiles  on  selected  dates  1960-70 
[Dollar  amounts  in  billions] 

Change 
June  30,    June  30,    June  30,    June  30,       during 
1960  1968  1969  1970       fiscal  year 

1970 


Estimated  ownership  by: 

Private  nonbank  investors: 
Individuals:' 

Series  E  and  H  savings  bonds. 

U.S.  savings  notes  2 

Other  securities 


Total  individuals 

Insurance  companies 

Mutual  savings  banks 

Savings  and  loan  associations. 
State  and  local  governments.  . 

Foreign  and  international 

Corporations _ . 

Miscellaneous  investors'. 


Total  private  nonbank  investors - 

Commercial  banks 

Federal  Reserve  banks. 

Government  accounts 


Total  gross  debt  outstanding. 


Percent  owned  by: 

Individuals 

Other  private  nonbank  investors. 

Commercial  banks 

Federal  Reserve  banks 

Goveriunent  accounts 


Total  gross  debt  outstanding. 


$42.  5 

$51.1 

$51.2 

$50.8 

-$0.4 

.2 
23.5 

.5 
26.2 

.7 
31.0 

.2 

27.2 

4.8 

69.7 

74.8 

77.9 

82.5 

4.6 

12.0 

8.1 

7.7 

6.8 

-.9 

6.6 

3.9 

3.3 

2.9 

-.4 

4.6 

9.8 

9.5 

8.5 

-1.0 

18.8 

24.6 

25.2 

24.6 

-.6 

12.3 

12.9 

11.1 

14.8 

3.8 

19.5 

13.0 

12.6 

11.1 

-1.5 

8.0 

12.4 

12.4 

13.6 

1.2 

151.4 
55.3 
26.5 
53.1 


286.3 


100 


159.5 
59.7 
52.2 
76.1 


159.5 
55.3 
54.1 


164.7 
53.3 
57.7 
95.2 


347.6 


353.7 


370.9 


Percent 


24 

22 

22 

22 

29 

24 

23 

22 

19 

17 

16 

14 

9 

15 

15 

16 

19 

22 

24 

26 

100 


100 


100 


5.2 

-2.0 

3.6 

10.4 


17.2 


'  Including  partnerships  and  personal  trust  accounts. 

2  U.S.  savings  notes  first  offered  in  May  1967. 

3  Includes  nonprofit  institutions,  coi^porate  pension  trust  funds,  nonbank  Government  security  dealers, 
and  Federal  oriented  agencies  not  included  in  Government  accounts. 
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A  little  over  40  percent  of  the  total  or  $155.4  billion  was  held  by 
Government  accounts  and  Federal  Reserve  banks.  Commercial  banks 
held  nearly  15  percent  or  $55.5  billion  and  45  percent  or  $172.5  billion 
was  in  the  hands  of  private  nonbank  investors.  Estimated  levels  of 
ownership  and  changes  during  the  fiscal  year  for  the  major  investor 
groups  are  as  follows : 

ItidlviduaU. — Public  debt  securities  held  by  individuals  increased 
$4.6  billion  in  fiscal  1970  to  $82.5  billion.  This  was  nearly  one  and  one- 
half  times  the  increase  in  fiscal  1969.  Holdings  of  marketable  securities 
rose  $4.8  billion  and  U.S.  savings  notes  rose  $0.2  billion,  while  E  and 
H  savings  bonds  fell  $0.4  billion.  Individuals'  holdings  of  Federal 
agency  issues  increased  $0.2  billion  to  a  level  of  $1.4  billion. 

Insurance  comq:>anies. — Insurance  companies  reduced  their  holdings 
of  public  debt  securities  $0.9  billion  in  fiscal  1970.  Life  insurance  com- 
panies' holdings  fell  by  $0.2  billion  to  a  new  postwar  low  of  $3.6  bil- 
lion. Fire,  casualty,  and  marine  companies  liquidated  $0.7  billion 
which  reduced  their  holdings  to  $3.2  billion.  A  good  proportion  of 
life  company  holdings  is  still  in  long  term  issues.  The  average  length 
of  their  holdings  of  marketables  was  down  14  months  from  fiscal  1969 
to  16  years  and  2  months  on  June  30, 1970. 

The  average  length  of  marketable  public  debt  issues  held  by  fire, 
casualty,  and  marine  companies  fell  4  months  to  a  level  of  5  years  11 
months  at  the  end  of  fiscal  1970.  Insurance  companies'  holdings  of 
Federal  agency  securities  declined  modestly  to  a  level  of  $0.8  billion. 

Mutual  savings  hanks. — Holdings  of  public  debt  securities  by  mu- 
tual savings  banks  declined  $0.4  billion  to  a  level  of  $2.9  billion  while 
the  average  maturity  of  their  marketable  debt  fell  1  month  to  8  years 
and  5  months.  Federal  agency  issues  held  by  mutuals  declined  $0.3  bil- 
lion and  on  June  30,  mutual  savings  banks  held  $0.5  billion  of  Federal 
agency  issues. 

Non-financial  corporations. — Corporations  faced  with  heavy  capital 
demands  and  experiencing  increasing  difficulty  in  raising  funds  at  the 
banks  and  in  the  markets  again  reduced  their  holdings  of  public  debt 
securities,  reaching  the  low  levels  of  1967.  Short  term  securities  con- 
tinued to  dominate  their  portfolios  and  at  the  end  of  fiscal  1970  the 
$11.1  billion  of  corporate  lioldings  had  an  average  length  of  18  months. 
Estimated  holdings  of  Federal  agency  issues  by  corporations  was 
down  $0.1  billion  to  a  level  of  $0.4  billion. 

Commercial  hanks.— In  the  second  year  of  record  credit  demands 
commercial  banks  again  disposed  of  public  debt  securities.  The  de- 
cline of  $2.0  billion  was  less  than  half  the  decline  of  the  previous  year 
but  it  brought  commercial  bank  holdings  to  a  postwar  low  of  $53.3  bil- 
lion. Most  of  the  decline,  $1.9  billion,  came  in  the  portfolios  of  the 
smaller  country  banks.  At  the  same  time  the  average  life  of  the  remain- 
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ing  holdings  was  shortened  to  2  years  8  months  from  3  years  at  the  end 
of  fiscal  1969,  Commercial  bank  holdings  of  Federal  agency  issues 
were  also  reduced  during  the  year  from  $3.0  billion  to  $2.2  billion. 

Savings  and  loan  associations. — Experiencing  declines  in  savings, 
capital  growth,  and  heavy  increases  in  borrowing  from  the  Home  Loan 
Banks,  savings  and  loan  associations  reduced  their  public  debt  hold- 
ings for  the  second  consecutive  year.  The  1970  reduction  of  $1.0  bil- 
lion, more  than  triple  the  1969  decline,  reduced  their  holdings  to  $8.5 
billion  at  the  end  of  the  year.  The  average  length  of  their  holdings  was 
maintained  at  5  years  11  months.  Their  holdings  of  Federal  agency 
issues  declined  by  $0.1  billion  to  a  level  of  $0.3  billion  at  the  end  of  the 
year. 

State  and  local  governments. — State  and  local  governments  reduced 
their  holdings  of  public  debt  securities  $0.6  billion  in  fiscal  1970.  Pen- 
sion funds  liquidated  nearly  $0.5  billion  and  general  funds  dropped 
$0.1  billion  reducing  their  holdings  to  levels  of  $5.2  billion  and  $19.4 
billion,  respectively.  Pension  funds  have  about  75  percent  of  their 
holdings  of  public  debt  issues  in  long  term  issues  and  the  average 
maturity  of  their  marketable  holdings  was  16  years  4  months  com- 
pared to  17  years  10  months  a  year  ago.  By  contrast  State  and  munici- 
pal general  funds  remain  invested  in  relatively  short  maturities,  and 
the  average  maturity  of  their  marketable  holdings  was  3  years  3 
months  on  June  30,  1970,  down  5  months  from  the  previous  yearend. 
State  and  local  governments  held  $3.8  billion  Federal  agency  issues 
at  the  end  of  fiscal  1970  which  was  slightly  less  than  holdings  of  a 
year  earlier. 

Foreign  and  international. — Foreign  and  international  agencies' 
investments  in  public  debt  securities  increased  $3.8  billion  in  fiscal  1970 
to  a  level  of  $14.8  billion — 09.3  billion  of  marketable  and  $5.5  billion  of 
nonmarketable  issues.  Holdings  of  marketable  public  debt  issues  rose 
$2.4  billion  and  special  nonmarketable  securities  issued  directly  to  for- 
eign monetary  authorities  increased  $1.5  billion.  Major  changes  by 
countries  in  fiscal  1970  were  additions  of  $2.0  billion  by  Germany  and 
$1.1  billion  by  Canada  while  Great  Britain  liquidated  $0.2  billion. 
Foreign  and  international  holdings  of  Federal  agency  issues  increased 
about  $0.1  billion  in  fiscal  1970. 

Other  lyr'mate  nonbank  investors. — Holdings  of  public  debt  securi- 
ties by  these  invest^(S>rs4ncreased  $1.2  billion  to  $13.6  billion  on  June  30, 
1970.  The  largest  changes,  were  $1.0  billion  increase  in  the  holdings  of 
Federal  Home  Loan  banks  find  a  decline  of  $0.3  billion  in  the  holdings 
of  miscellaneous  investors.  Holdings  of  Federal  agency  issues  fell  by 
$0.4  billion. 

Federal  Reserve  System. — The  Federal  Reserve  System  acquired  $3.6 
billion  of  public  debt,  issues  in  fiscal  1970  or  nearly  twice  the  acquisi- 
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tion  of  a  year  earlier.  Holdings  of  Treasury  bills  increased  $2.9  billion 
and  coupon  securities  rose  $0.7  billion.  The  average  length  of  the  Sys- 
tem's holdings  declined  1  month  to  2  years  3  months  by  the  end  of 
the  fiscal  year.  On  June  80,  1970,  the  System  open  market  account  held 
$57.7  billion  of  public  debt  issues. 

Government  accounts. — Public  debt  securities  held  by  Government 
accounts  increased  $10.4  billion  as  these  accounts  absorbed  about  60 
percent  of  the  $17.2  billion  increase  in  public  debt.  Major  increases 
were  $4.0  billion  in  the  accounts  of  the  Federal  old  age  and  survivors 
insurance  trust  fund,  $1.8  billion  in  the  civil  service  retirement  funds, 
$1.4  billion  in  the  Federal  disability  insurance  trust  fund,  and  $1.1 
billion  in  the  highway  trust  fund.  Holdings  at  the  end  of  fiscal  1970 
reached  $95.2  billion.  Federal  agency  issues  (primarily  participation 
certificates)  held  by  Government  accounts  declined  $0.3  billion  to  a 
level  of  $2.6  billion. 


OWNERSHIP  OF  FEDERAL  SECURITIES,  JUNE  30,  1970 
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FINANCING  OPERATIONS 

The  first  cash  financing  in  fiscal  1970  was  an  offering  of  $3.5  billion 
tax  anticipation  bills  evenly  divided  between  the  December  22,  1969, 
and  March  23,  1970,  maturities.  The  offering  was  announced  on  July  2 
with  separate  auction  dates  of  July  9  for  the  December  maturity  and 
July  11  for  the  March  maturity.  Delivery  date  for  both  issues  was  set 
for  July  18.  Commercial  banks  were  allowed  to  make  payment  by 
crediting  Treasury  tax  and  loan  accounts  and  the  usual  provision  for 


18     19  70  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

acceptance  at  face  value  in  payment  of  taxes  on  the  15th  day  of  the 
maturity  month  was  included.  The  auctions  resulted  in  average  rates 
of  6.78  percent  for  the  December  maturity  and  7.20  percent  for  the 
March  maturity. 

Following  the  tax  bill,  auction  prices  in  the  Government  market 
generally  drifted  downward  as  the  time  for  the  quarterly  refunding 
approached  and  concern  developed  over  the  possible  additional  sup- 
ply of  notes.  For  the  August  refunding  the  Treasury  chose  a  smgle 
short  offering  with  preemptive  rights  to  the  holders  of  the  $3.4  bil- 
lion maturing  6  percent  note.  The  offering  announced  on  July  30  pro- 
vided for  a  7%-percent  18-month  note  due  February  15,  1971,  priced 
at  $99.90  to  yield  about  7.82  percent.  Market  reception  of  the  an- 
nouncement was  reflected  by  immediate  price  gains  on  outstanding  is- 
sues and  in  an  atmosphere  aided  by  the  congressional  extension  of  the 
10  percent  surcharge,  a  substantial  portion  of  the  maturing  issue  was 
refunded.  Private  investors  exchanged  $2.8  billion  or  87.3  percent 
of  their  $3.2  billion  holdings  of  the  maturing  6  percent  notes. 

Following  the  August  financing  the  Treasury  returned  to  the  short- 
bill  market  to  raise  cash.  Bill  rates  had  declined  during  the  early  part 
of  the  month  and  there  ^yere  definite  indications  of  heavy  investor  de- 
mand for  short  term  bills.  On  August  14  it  was  announced  that  a 
strip  of  bills  consisting  of  the  addition  of  $300  million  to  each  of  the 
seven  outstanding  issues  maturing  from  September  18  to  October  30 
would  be  auctioned  on  August  20  for  delivery  August  25.  Subscribers 
were  required  to  bid  for  equal  amounts  of  each  of  the  bills  reopened. 
Commercial  banks  were  permitted  to  pay  for  their  purchases  by  credit- 
ing Treasury  tax  and  loan  accounts. 

With  the  exception  of  a  couple  of  short-lived  rallies  in  early  Sep- 
tember, interest  rates  in  all  sectors  moved  steadily  higher  as  the  Treas- 
ury approached  its  second  quarterly  financing.  The  schedule  of  matur- 
ing securities  in  the  second  quarter  of  the  fiscal  year  was  unusual  in 
its  timing.  The  typical  November  15  date  was  free  but  it  was  sur- 
rounded by  a  $6.2  billion  maturity  of  4  percent  bonds  and  a  $0.2  billion 
maturity  of  11/^  percent  exchange  notes  on  October  1  and  a  $2.5  billion 
maturity  of  2i/^  percent  bonds  on  December  15. 

On  September  17  the  Treasury  offered  the  holders  of  the  October 
and  December  maturities  a  choice  of  three  new  issues.  The  long  option 
in  the  offering  was  a  7i^-percent  6  year  lOi/^  month  note  priced  at  $99.50 
to  yield  7.59  percent,  the  middle  issue  was  a  7%-percent  3  year  7i/^ 
month  note  at  par,  and  the  anchor  was  an  8  percent  1  year  71/2  month 
note  at  par.  The  maturing  October  issues  were  to  be  exchanged  at  ma- 
turity value  and  the  December  issues  were  to  be  adjusted  for  market 
price  and  accrued  interest. 
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Followin|2:  the  announcement,  rates  in  the  Government  market 
continued  to  climb  with  bill  rates  equaling  the  high  levels  of  July 
and  August  and  coupon  rates  breaking  through  to  new  peaks. 

In  spite  of  the  climb  in  rates  the  public  gave  the  new  issues  a  good 
reception  exchanging  $4.5  billion  of  their  $5.4  billion  holdings  of  the 
October  maturities  and  $1.8  of  their  $1.9  billion  December  holdings. 
The  attrition  rate  of  20  percent  on  the  privately  held  portion  was 
withm  the  range  of  Treasury  expectations. 

Intermediate  and  long  term  Treasuries  declined  sharply  during  the 
first  3  weeks  of  October  and  most  areas  of  the  bill  market  were  mod- 
estly improved.  During  this  period,  the  Treasury  turned  to  the  tax  an- 
ticipation bills  twice  for  a  total  of  $5.0  billion  of  cash  financing.  An 
announcement  was  made  on  October  2  for  $2.0  billion  of  April  1970  tax 
bills  which  were  auctioned  on  October  8  at  an  average  rate  of  7.28 
percent.  On  October  23,  $3.0  billion  of  June  1970  tax  bills  were  auc- 
tioned at  an  average  rate  of  7.20  percent.  Commercial  banks  were  al- 
lowed to  credit  their  tax  and  loan  accounts  for  50  percent  of  their 
purchases  of  the  April  tax  bills  and  for  100  percent  of  their  pur- 
chases of  the  June  tax  bills.  As  is  typical  in  cash  financings  having 
tax  and  loan  credit,  banks  were  the  dominant  force  in  the  auction.  As 
was  the  case  in  several  of  the  prior  bond  rallies,  investor  support  and 
substantive  evidence  of  a  decline  in  inflationary  pressures  was  not 
forthcoming.  On  the  basis  of  October  releases  on  the  state  of  the  econ- 
omy and  further  setbacks  in  efforts  toward  a  Vietnam  cease-fire  there 
was  a  reversal  in  market  sentiment  and  rates  in  all  sectors  renewed 
their  upward  spiral. 

Beginning  with  the  auction  of  November  3  the  Treasury  announced 
that  "for  the  time  being"  it  would  raise  $100  million  of  new  money 
in  each  of  the  weekly  auctions  to  satisfy  a  portion  of  the  seasonal 
financing  requirements.  This  cycle  of  bill  additions  was  carried 
through  a  full  13  weeks  to  the  auction  of  January  26  raising  $1.3 
billion  of  new  money. 

The  final  cash  operation  for  the  first  half  of  the  fiscal  year  was  an 
addition  of  $1.0  billion  to  the  outstanding  April  1970  tax  bills  and 
$1.5  billion  to  the  June  1970  tax  bills.  The  auction  for  both  issues  was 
held  on  November  21  and  resulted  in  average  rates  of  7.81  percent 
and  7.98  percent.  Full  tax  and  loan  credit  was  allowed  for  commercial 
bank  purchases  on  both  issues. 

During  this  period  from  early  November  to  the  end  of  the  calendar 
year  the  pressures  of  monetary  restraint  and  credit  demands  continued 
to  exert  their  upward  influence  on  all  market  rates  and  pushed  Govern- 
ment rates  to  recent  historic  peaks  at  the  end  of  December.  A  heavy 
volume  of  agency  and  corporate  new  issues  strained  the  intermediate 
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and  long  term  markets  and  foreign  goA'ernment  selling  of  bills  con- 
tributed to  the  pressure  that  the  Treasury  financing  was  applying  to 
short  term  markets.  On  December  29,  3-,  6-,  and  9-month  bill  rates 
in  the  market  exceeded  8  percent,  the  1-year  coupon  rate  reached  8.40 
percent  and  the  3-  and  T-year  rates  were  8.51  and  7.77  percent, 
respectively. 

With  the  exception  of  some  intermediate  issues  January  brought  an 
easing  to  the  security  markets.  In  the  Treasury  bill  market,  small 
investor  interest  which  had  been  growing  throughout  the  year  inten- 
sified and  the  noncompetitive  awards  accounted  for  nearly  $1  billion 
or  a  third  of  each  of  the  first  three  weekly  auctions.  This  extraordi- 
nary volume  greatly  increased  the  administrative  costs  of  the  Treasury, 
overtaxed  market  facilities  and  contributed  to  the  diversion  of  the 
flow  of  savings  from  the  housing  market.  In  a  move  to  provide  relief, 
on  February  25  the  Treasury  changed  tlie  minimum  denomination  for 
Treasury  bills  from  $1,000  to  $10,000. 

Attention  in  the  last  half  of  January  centered  on  the  coming  quar- 
terly financing  with  considerable  speculation  that  in  the  slightly  im- 
proved atmosphere  the  Treasury  would  refund  the  March  15  maturity 
and  would  go  to  the  limit  of  its  7-year  note  authority  in  choosing  a 
maturity.  In  the  refunding  announcement  on  January  28  the  Treasury 
offered  holders  of  the  4  percent  bonds  of  February  15,  1970,  and  the 
21/2  percent  bonds  of  March  15,  1970,  the  right  to  exchange  their  hold- 
ings for  an  18-month  8I/4  percent  note,  a  31/2-year  Si/g-percent  note  or 
a  7-year  8-percent  note  at  par.  The  total  of  the  maturing  issues  was 
$6.7  billion.  Private  investors  held  about  $3.9  billion  of  the  February- 
bonds  and  $1.6  billion  of  the  March  bonds.  Initial  market  reaction  to 
the  terms  of  the  financing  Avas  good  and  the  rate  of  attrition  on  the 
maturing  issues  was  below  expectations.  During  the  3-day  exchange 
period  beginning  on  February  2  private  investors  exchanged  $4.9 
billion  of  their  holdings  for  new  securities.  The  cash  attrition  from 
private  investors  was  $0.7  billion  or  13  percent  of  their  holdings. 

Following  fairly  close  to  the  quarterly  financing  the  Treasury  again 
returned  to  the  bill  market  for  additional  cash  financing.  The  Febru- 
ary 13  announcement  provided  for  the  addition  of  $100  million  to 
the  weekly  auctions  of  6-month  bills  and  $200  million  to  the  monthly 
auctions  of  1-year  bills.  Also  announced  was  the  addition  of  $1% 
billion  to  the  outstanding  April  tax  anticipation  bills.  Although  the 
number  of  additions  to  the  weekly  and  monthly  cycles  were  not  an- 
nounced, the  weekly  increases  were  carried  past  the  end  of  the  fiscal 
year  raising  $1.8  billion  during  the  fiscal  year,  and  the  increase  in 
monthly  bills  in  the  months  of  February  through  May  resulted  in 
$0.8  billion  of  new  money.  Commercial  banks  were  allowed  full  tax 
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and  loan  credit  in  the  tax  bill  sale  and  the  bidding  in  the  February  25 
auction  resulted  in  an  aA^n-age  rate  of  6.55  percent. 

The  market  atmosphere  surrounding  the  February  cash  financing 
was  the  most  encouraging  of  the  fiscal  year.  Prices  in  the  money  and 
bond  markets  had  rallied  strongly  through  the  month  and  generally 
reached  their  lowest  levels  since  October  of  1969.  There  were  strong- 
convictions  that  economic  activity  was  slowing  and  interest  rates 
would  continue  to  decline. 

The  improved  atmosphere  began  to  fade  in  mid-March  under  an 
increasingly  heavy  supply  of  new  corporate  and  agency  financings  but 
the  mood  was  temporarily  sustained  by  a  series  of  events.  The  market 
interpreted  a  statement  by  Chairman  Burns  before  the  Senate  Bank- 
ing and  Currency  Committee  as  indicating  that  the  System  had  re- 
laxed monetary  restraint,  the  Treasury  turned  to  the  bill  market 
rather  than  the  note  market  for  its  pre-tax  date  cash  needs  and  on 
March  25  a  reduction  of  one-half  percent  in  the  prime  rate  began  at 
major  banks. 

The  Treasury  cash  offering  was  for  $1%  billion  of  tax  bills  to  ma- 
ture in  the  rarely  used  September  tax  period.  Tax  and  loan  credit  was 
again  available  to  the  commercial  banks  and  the  March  19  auction 
resulted  in  an  average  rate  of  6.18  percent. 

Bond  market  prices  drifted  lower  in  the  early  part  of  April  as  the 
supply  of  new  corporate  and  agency  securities  continued  to  grow. 
After  midmonth  several  factors  contributed  to  the  further  rapid  ero- 
sion of  prices.  Indicators  failed  to  shoAv  the  expected  slowing  in  the 
economy,  the  American  Telephone  &  Telegraph  Co.,  added  a  $1.6 
billion  offering  to  the  corporate  finance  calendar,  and  security  dealers 
were  in  the  process  of  working  oft'  heavy  inventories  that  had  accu- 
mulated in  expectation  of  j^rice  increases.  In  this  atmosphere  the 
coming  Treasury  refunding  became  the  principal  object  of  concern  to 
the  market  in  the  final  days  of  April. 

For  the  May  refunding  the  Treasury  chose  a  combination  ex- 
change-cash operation  designed  to  eliminate  the  cash  loss  from 
attrition  and  at  the  same  time  raise  the  remainder  of  the  cash  needs 
for  the  fiscal  year. 

In  the  exchange  the  7%-percent  notes  of  May  1973  and  the  8- 
percent  notes  of  February  1977  were  reopened  to  the  holders  of  the 
$16.6  billion  maturing  5% -percent  note  and  6%-percent  note.  The 
cash  offering  to  the  public  was  $3.5  billion  of  a  new  734-percent  18- 
month  note  priced  at  $99.95  to  yield  approximately  7.79  percent.  The 
subscription  books  were  open  for  3  days.  May  4  through  May  6  in 
the  exchange  offering  and  for  1  day,  May  5,  in  the  cash  offering. 


22     1970  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Offerings  of  marketable   Treasury  securities  excluding  refunding  of  regular  bills, 

fiscal  year  1970 

[In  millions  of  dollars] 

Cash  offerings      Exchange  offerings 


Date                                  Description  For         In  ad-  Total 

For  new     For  re-  matur-       vance 

money     funding  ing        refund- 
issues          ing 

1969  Notes 

Apr.l lJ^%exchangenote,  Apr.  1,  1974  1 228.- 28 

Aug.  15 754%  note,  Feb.  15,  1971 -.. -.. 2,924 2,924 

Oct.l 8%  note,  May  15,  1971 3 - 4.176 4,176 

Oct.  1. 7M%note,  May  15,  1973... .., '1,160 1,160 

Oct.l 7ji%note,  Aug.  15,  1976-.. -.- 3i,683 1,683 

Oct.l 1}^%  exchange  note,  Oct.  1,  1974  > 42 42 

1970 

Feb. 15 8K%  note,  Aug.  15, 1971 .-_ «2,255 2,255 

Feb.  15 8}^%  note,  Aug.  15,  1973 U,846 1,846 

Feb.  15 8%  note,  Feb.  15,  1977* -.. 1,856 1,856 

Apr.l 1J^%  exchange  note,  Apr.  1, 1975  1 2 2 

May  15 7M%  note.  May  15, 1973,  additional 4,682 4,682 

May  15 8%  note,  Feb.  15, 1977,  additional... 3,313 3,313 

Mayl5 7Ji%  note,  Nov.  15,  1971  5. 2,181         8,562 10,743 

Totalnotes.. 2,181         8,562       23,967 34,710 


Bills  (Maturity  Vallte) 
Increase  in  offerings  of  regular  bills: 

1969  July-September 2,121 - 2,121 

October-December 800 800 

1970  January-March - 1,400 1,400 

April-June -        1,700 1,700 

Other    et  increases  in  regular  bills 18 18 

1969         Tax  anticipation  bill  offerings: 

Julyl8 6.775%157-day,  maturing  Dec.  22,  1969..  1,763 1,763 

July  18 7.202%248-day,maturingMar.  23,  1970..  1,752 1,752 

T)ct.l4. 7.284%190-day,maturing  Apr.  22, 1970..  2,007. - 2,007 

Oct.29 7.204%236-day,maturing  June  22, 1970..  3,004 - 3,004 

Nov.  26 7.814%  147-day,  maturing  Apr.  22,  1970,  1,007 1,007 

additional. 

Nov.  26 7.975%  208-day,  maturing  June  22,  1970,  1,504 - - 1,504 

additional. 
1970 

Mar.  3 6.549%  50-day,  maturing  Apr.  22,  1970,        1,753 _ 1,753 

additional. 
Mar.26 6.177%  150-day,  maturing  Sept.  22, 1970..        1,758 - 1,758 

Total  tax  anticipation  bill  offerings 14,548 14,548 

Total  offerings 22,768         8,562       23,967 55,297 

'  Issued  on  demand  in  exchange  for  2%  percent  Treasury  bonds.  Investment  Series  B-1975-80. 

2  Issued  subsequent  to  June  30, 1969. 

3  The  2H  percent  December  1964-69  bonds  included  in  the  October  1969  refunding. 
*  The  2J^  percent  March  1965-70  bonds  included  in  the  February  1970  refunding. 

5  The  cash  offering  of  the  lY^  percent  note  of  November  1972  was  part  of  the  May  refunding.  See  footnote 
3  of  the  Disposition  table. 

The  financing  wliich  had  been  undertaken  in  an  unsettled  securities 
market  was  further  complicated  when  on  April  30,  the  day  follow- 
ing the  announcement,  the  President  reported  the  movement  of  Ameri- 
can troops  into  Cambodia.  In  the  cash  offering  the  public  subscrip- 
tions totaled  $3.7  billion,  only  $200  million  more  than  the  amount 
offered  by  the  Treasury  and  for  the  first  time  in  recent  history  sub- 
scriptions were  allotted  in  full. 

The  exchange  part  of  the  financing  was  more  successful  with  the 
proportion  of  maturing  notes  redeemed  for  cash  considerably  smaller 
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than  had  been  anticipated.  Of  the  $5.0  billion  of  maturing  issues  held 
by  private  investors  $2.3  billion  was  exchanged  for  the  3-year  7%- 
percent  note  and  $1.2  billion  was  exchanged  for  the  longer  8-percent 
note.  The  Federal  Reserve  System  and  Government  accomits  held 
$11.6  billion  of  the  maturing  issues.  They  exchanged  $7.0  billion  for  the 
short  cash  offering,  $2.4  billion  for  the  intermediate  note  and  $2.1 
billion  for  the  long  note.  The  net  new  cash  raised  in  the  May  refunding 
was  $2.2  billion. 

The  accompanying  tables  summarize  the  Treasury's  major  financ- 
ing operations  during  the  fiscal  year.  Data  on  allotments  by  investor 
classes  will  be  found  in  the  Statistical  Appendix. 

The  exhibits  on  public  debt  operations  provide  further  informa- 
tion on  public  offerings  and  allotments  by  issues  in  tables  and  repre- 
sentative circulars. 

Disposition  of  marketable  Treasury  securities  excluding  regular  bills,  fiscal  year  1970 

[In  millions  of  dollars] 

Date  of  Redeemed     Exchanged  for 

refunding  Securities  for  cash  new  issue 


retire-  Description  and  Issue  date    to  matured       At  In  ad- 

ment  maturing  date  debt        maturity  vance  re 


or  carried Total 

In  ad- 
vance re- 
funding 


I       1969  Bonds  and  Notes 

^Aug.  15 6%note,  Aug.  15,1969-- - May    15,1968                 442          2,924... 3,366 

Oct.l 1}^%  exchange  note,  Oct.  1,1969 Oct.     1,1964                  93              66 159 

NiOct.l- 4%  bond,  Oct.  1,1969 Oct.      1,1957             1,097          5,143 6,240 

^Oct.l 2)^%bond,  Dec.  15,  1969-. Sept. 15,1943 -      '1,811  1,811 

-•Dec.  15 2J^%bond,  Dec.  15,  1969 Sept.  15,1943                673 -..  673 

,       1970 

-Teb.  15 4%  bond,  Feb.  15, 1970 Jan.    15,1965                406         3,975 4,381 

^Feb.l5 2>^%  bond.  Mar.  15,  1970 Feb.     1,1944 21,980 1,980 

vJMar.l5 2H%  bond,  Mar.  15, 1970 Feb.     1,1944                300 300 

.Apr.l lV$%exchangenote,Apr.l,1970 Apr.     1,1965                 88 -..  88 

4Mayl5 5|^%  note,  May  15, 1970 Nov. 15,1968                748       37,045...- 7,793 

^Mayl5 6^%  note.  May  15, 1970 .Feb.  15,1969                815       37,949. ._ 8,764 

Retirements  of  unmatured  debt  for 

estate  taxes,  etc.- 460 460 


Total  coupon  securities 5,122       30,893, 36,015 

1969  Tax  Anticipation  Bills  < 

Dec.22 6.775%  (tax  anticipation).-.- July   18,1969             1,763 -- 1,763 

7970 

Mar.23 7.202%  (tax  anticipation) July   18,1969             1,752 1,752 

'-Arpr:22 7.284%  (tax  anticipation) .Oct.    14,1969             2,007.- 2,007 

Apr.  22 7.814%  (tax  anticipation) Nov.  26,1969             1,007  .-.- .-.-  1,007 

Apr.22 6.549%  (tax  anticipation) Mar.     3,1970            1,753 1,753 

June22 7.204%  (tax  anticipation) Oct.    29,1969            3,004. 3,004 

June22 7.975%  (tax  anticipation) Nov.  26, 1969             1,504 1,504 

Totalbills 12,790 12,790 


Total  securities 17,912       30,893 48,805 

1  Included  in  October  1969  refunding. 

2  Included  in  February  1970  refunding. 

3  In  the  May  financing  private  holders  of  maturing  issues  were  not  given  preemptive  rights  to  exchange  for 
the  734'-percent  note  of  November  1971,  but  could  present  them  in  payment  or  exchange,  in  lieu  of  cash  for 
allotments  of  the  new  issue.  Federal  Reserve  and  Ciovernment  account  exchanges  are  included. 

<  Including  tax  anticipation  issues  redeemed  for  taxes  in  the  amounts  of  $464  million  in  December  1969, 
$425  million  in  March  1970,  $1 ,135  million  in  April  1970,  and  $1 ,222  million  in  June  1970. 
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Law  Enforcement  and  Operations 

During  fiscal  1970  Treasury  strengthened  enforcement  activities  at 
every  level. 

Drug  smuggling 

Treasury  made  illicit  traffic  in  narcotics  and  dangerous  drugs  its 
priority  enforcement  target  during  the  fiscal  year.  In  response  to 
President  Nixon's  call  for  a  major  new  initiative  against  drug  traffic, 
Treasury  sought  and  secured  an  $8.75  million  supplemental  appro- 
priation used  to  increase  Customs  personnel  and  equipment.  These 
new  resources  enabled  Customs  to  launch  a  major  antidrug  smuggling 
program  beginning  in  June  1970  and  to  provide  intensified  examina- 
tion of  j^assengers,  baggage,  and  cargo  at  all  border  points  and 
principal  seaports  and  airports  of  entry. 

Earlier  in  the  year  Treasury  shared  the  lead  role  in  Operation 
Intercept,  a  large-scale  drug  search  efl'ort  at  the  U.S. -Mexican  border. 
This  was  followed  by  Operation  Cooperation,  a  joint  U.S. -Mexican 
effort  designed  to  reduce  drug  flow. 

Organized  and  white  collar  crime 

Organized  and  white  collar  crime  also  received  special  attention 
during  the  fiscal  year.  Treasury  action  focused  upon  prevention  of  the 
use  of  secret  foreign  bank  accounts  to  further  tax  frauds,  to  screen 
a  wide  variety  of  criminally-related  financial  activities,  and  to  conceal 
and  cleanse  criminal  wealth. 

In  the  United  States,  law  enforcement  authorities  are  able  to  obtain 
bank  information  through  legal  process.  However,  investigations  and 
prosecutions  have  been  thwarted  by  the  inability  to  obtain  comparable 
information  located  abroad. 

The  Department  has  undertaken  a  program  of  administrative,  legis- 
lative, and  treaty  action  to  remedy  the  problem.  The  Department  has 
been  analyzing  measures  available  pursuant  to  existing  tax  treaties 
and  statutory  authority.  A  determination  was  made  tliat,  beginning 
in  taxable  year  1970,  U.S.  taxpayers  would  be  required  to  disclose  on 
their  tax  returns  their  direct  or  indirect  interest  in  foreign  bank  and 
brokerage  accounts. 

'  Treasury  has  propounded  numerous  legislative  projDOsals  designed 
to  curb  the  legal  use  of  secret  foreign  bank  accounts,  many  of  which 
proposals  have  been  incorporated  in  legislation. 

Operating  pursuant  to  existing  statute  and  treaty  law.  Treasury 
has  greatly  stepped  up  efforts  in  obtaining  information  from  foreign 
banks  on  criminally-related  uses  of  the  secret  foreign  bank  account. 
Further,  Treasury  representatives  have  participated  in  discussions 
with  Swiss  authorities  concerning  a  treaty  of  judicial  assistance  in 
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criminal  matters,  as  well  as  discussions  concerning  the  interpretation 
of  the  provisions  of  the  1951  income  tax  treaty  with  Switzerland  w^hich 
provides  for  the  exchange  of  information  to  prevent  income  tax  fraud. 

Treasury  agencies  increased  their  contribution  of  manpower  and 
resources  to  the  organized  crime  strike  forces,  coordinated  Govern- 
ment enforcement  units  designed  to  fight  organized  crime  in  many 
prominent  cities  throughout  the  United  States.  Treasury  now  pro- 
vides approximately  50  percent  of  the  Nation's  strike  forces  personnel. 

Another  major  development  during  the  year  was  the  launching  by 
Treasury  of  the  three-pronged  attack  against  cargo  theft,  largely  the 
product  of  organized  criminal  activity. 

Administration — Study  and  Organizational  Improvement 

Pursuant  to  the  recommendations  of  a  study  of  the  activities  of  the 
Office  of  the  Assistant  Secretary  (Enforcement  and  Operations),  on 
March  30,  1970,  the  Office  was  reorganized,  creating  three  constituent 
offices:  Office  of  Law  Enforcement,  Office  of  Trade  and  Tariff  Affairs, 
and  Office  of  Operations.  Further  reference  to  these  three  offices  is 
made  in  the  Administrative  Reports  section,  pages  65-66. 

Law  Enforcement:  Study  and  Implementation 

On  July  18,  1969,  a  study  of  Treasury  law  enforcement  operations 
was  initiated,  and  the  final  report  was  published  in  January  1970,  con- 
taining numerous  recommendations  which  are  currently  being  imple- 
mented by  the  Department  of  the  Treasury.  Pursuant  to  those  recom- 
mendations, we  have : 

— Designated  the  Office  of  the  Assistant  Secretary  (Enforcement  and 
Operations)  to  serve  as  a  j^oint  of  coordination  between  the  Depart- 
ment's Office  o'f  Personnel  and  the  law  enforcement  agencies  in  the 
establishment  and  implementation  of  personnel  policies,  standards 
and  practices  applicable  to  all  of  the  enforcement  agencies ; 

— Developed  systems  and  procedures  for  periodically  reviewing  the 
overall  inspection  programs  of  the  enforcement  agencies; 

—Developed  a  management  information  system  to  keep  the  Office  of 
the  Secretary  fully  advised  as  to  the  significant  developments  and 
other  matters  affecting  the  Treasury  law  enforcement  image; 

— Set  in  motion  procedures  to  review  and  decide  on  an  appropriate 
course  of  action  concerning  personnel  and  administrative  policies 
that  appear  to  constitute  a  source  of  dissatisfaction  to  the  enforce- 
ment agencies; 

— Issued  a  policy  statement  encouraging  the  participation  of  local  law 
enforcement  personnel  in  meetings  or  luncheons  that  will  bring  them 
in  contact  with  other  Treasury,  Federal,  State  and  local  enforce- 
ment-related personnel ; 
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— Supported  securing  additional  Secret  Service  agents  during  the 
period  of  1971-72  to  cover  the  Secret  Service  protective  and  investi- 
gative responsibilities ; 

— Reorganized  the  internal  audit  section  of  the  Customs  Agency  Serv- 
ice to  combine  it  with  and  make  it  an  integral  part  of  the  inspection 
system. 

Trade  and  tariff  affairs 

In  the  trade  and  tariff  area,  two  significant  changes  were  made  in 
Antidumping  Act  administration.  One  relates  to  the  policy  of  accept- 
ing price  assurances,  the  other  to  the  expediting  of  antidumping 
investigations. 

On  May  20,  1970,  Assistant  Secretary  Rossides  announced  that 
"price  assurances  are  being  accepted  only  in  cases  where  dumping 
margins  are  minimal  in  terms  of  the  volume  of  sales  involved."  In  the 
past,  a  foreign  exporter  who  sold  in  the  United  States  at  prices  below 
those  in  his  home  market  could  be  reasonably  certain  of  avoiding  a 
Treasury  determination  of  "sales  at  less  than  fair  value"  by  revising 
his  prices  and  offering  assurances  that  he  would  not  engage  in  these 
practices  in  the  future.  This  allowed  foreign  exporters  to  obtain  a  foot- 
hold in  American  markets  by  undercutting  the  prices  of  their  U.S. 
competition  without  concern  for  the  possible  consequences  under  the 
Antidumping  Act. 

The  Department  of  the  Treasury  also  revised  its  antidumping  reg- 
ulations to  provide  that  when  a  case  is  closed  on  a  price-assurance 
basis,  the  published  closing  notice  will  state  the  facts  relied  on  by  the 
Secretary  in  publishing  the  notice  and  that  these  are  to  be  considered 
evidence  warranting  the  termination  of  the  investigation.  This  con- 
trasts with  the  former  practice  under  w^hich  cases  closed  with  assur- 
ances of  price  revision  were  terminated  with  a  determination  of  "no 
sales  at  less  than  fair  value." 

Following  a  management  study  w^hich  was  completed  in  the  pre- 
ceding fiscal  year,  the  Department  of  the  Treasury  has  taken  numerous 
efficiency  measures  to  decrease  the  time  required  for  the  completion 
of  antidumping  investigations.  In  addition,  the  Bureau  of  Customs 
substantially  increased  its  professional  and  clerical  staff  assigned  to  the 
administration  of  the  antidumping  and  countervailing  duty  laws.  This 
will  expedite  antidumping  investigations. 

In  September  of  1969  Treasury  representatives  attended  the  annual 
meeting  of  the  Subcommittee  on  Anti-Dumping  of  the  GATT.  The 
purpose  of  this  meeting  was  to  consider  steps  that  signatory  comitries 
had  taken  to  comply  with  the  International  Dumping  Code. 
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Consolidated  Federal  Law  Enforcement  Training  Center 

On  March  2,  1970,  the'  Consolid,ated  Federal  Law  Enforcement 
Training  Center  was  established  as  an  independent  organization,  ac- 
quiring Bureau  status  under  the  administration  of  the  Department  of 
the  Treasury.  It  will  train  agents  for  all  Treasury  enforcement  arms  as 
well  as  provide  agent  and  police  training  to  personnel  of  other  Gov- 
ernment agencies. 

INTERPOL 

During  fiscal  1970,  INTEKPOL  processed  1,287  cases  of  which  305 
were  U.S.  originated.  The  balance  of  982  cases  were  foreigii-originated 
requests  for  information  or  investigation  within  the  United  States. 
This  caseload  represents  a  significant  increase  of  both  total  caseload 
and  proportion  of  U.S. -originated  cases.  The  U.S. -originated  cases 
represent  requests  from  U.S.  Federal.  State  and  local  law  enforce- 
ment agencies  for  information  or  investigation  overseas,  and  denotes 
a  marked  increase  in  requests  for  assistance  by  State  and  local  police. 
We  attribute  the  caseload  increases  largely  to  a  greater  awareness  of 
available  INTERPOL  services  on  the  part  of  U.S.  law  enforcement 
personnel. 

In  October  1969,  Assistant  Secretary  Rossides  was  Chairman  of 
the  U.S.  Delegation  to  the  37th  Annual  Meeting  of  the  INTERPOL 
General  Assembly  held  in  Mexico  City  where  he  was  elected  as  one 
of  the  three  vice  presidents  of  the  organization.  Considered  at  that 
General  Assembly  meeting,  in  which  the  United  States  took  an  active 
part,  were  several  enforcement  questions  relating  to  counterfeiting 
and  narcotics  at  an  international  level.  Several  substantive  resolutions 
were  introduced,  discussed  and  passed  during  the  General  Assembly. 

Creation  of  the  Executive  Protective  Service 

A  major  enforcement  action  taken  was  the  creation  of  the  Executive 
Protective  Service,  which  extended  to  foreign  embassies  situated  in 
Washington,  D.C.,  protection  by  the  same  personnel  protecting  the 
White  House. 

Taxation  Developments 

Legislative  highlights 

The  major  development  in  fiscal  1970  was  the  passage  of  the  Tax 
Reform  Act  of  1969  which  constituted  the  most  significant  legislation 
for  reduction  of  special  preferences  in  the  tax  law  ever  enacted  in  the 
United  States.  During  the  last  half  of  the  fiscal  year  the  Treasury 
issued  a  large  number  of  regulations  implementing  the  provisions  of 
that  Act. 


397-702  0—71- 
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In  addition  to  tax  reform  the  Congress  in  earlier  legislation  ex- 
tended the  surcharge  at  10  percent  for  the  balance  of  1969.  The  Tax 
Reform  Act  further  extended  the  surcharge  at  a  rate  of  5  percent  for 
the  first  6  months  of  1970,  and  delayed  for  1  year  the  scheduled  reduc- 
tions in  excise  taxes  on  telephone  service  and  automobiles. 

Separate  legislation,  described  later,  imposed  additional  taxes  in 
the  nature  of  user  charges  on  air  transportation. 

In  testimony  before  the  Ways  and  Means  Committee  on  May  12, 
1970,^  the  Secretary  of  the  Treasury  recommended  adoption  of  leg- 
islation to  provide  deferral  of  tax  with  respect  to  profits  arising  from 
export  sales  channelled  through  a  Domestic  International  Sales  Corp. 
(DISC).  This  proposal  is  intended  to  remove  a  tax  disadvantage  to 
U.S.  exports  relative  to  foreign  manufacturers  and  to  provide  an 
incentive  for  further  export  activity  by  U.S.  businesses. 

On  May  19,  1970,  President  Nixon  proposed  the  enactment  of  a 
special  excise  tax  of  $4.25  per  pound  on  the  lead  content  of  additives 
used  for  motor  fuels,  to  encourage  industry  to  provide  low  or  non- 
leaded  gasoline.^  This  environmental  control  measure  was  designed 
both  to  support  the  rapid  development  of  more  advanced  automobile 
emission  control  systems  requiring  unleaded  fuel  and  to  reduce  the 
amount  of  background  lead  in  the  environment.  The  proposed  tax, 
in  addition  to  this  important  antipollution  incentive,  was  estimated 
to  provide  transitional  revenue  of  $1.6  billion  in  the  first  year  and 
diminishing  amounts  as  the  incentive  takes  effect. 

The  President's  message  to  the  Congress  of  March  23,  1970,  on  im- 
proving the  prospects  of  small  business  contained  recommendations 
for  significant  new  tax  benefits  to  help  small  business,  summarized 
in  a  later  section. 

Tax  Reform  Act  of  1969 

H.R.  13270,  the  tax  reform  bill,  as  passed  by  the  House  of  Repre- 
sentatives on  August  7,  1969,  contained  substantially  all  of  the  ad- 
ministration proposals  described  in  the  Secretary's  Annual  Report 
for  fiscal  year  1969  (pages  26-33),  but  with  some  important 
modifications  and  additions. 

In  his  testimony  before  the  Senate  Finance  Committee  on  Septem- 
ber 4,  1969,^  Secretary  Kennedy  jjraised  the  sweeping  reform  nature 
of  the  House  bill  but  urged  that  its  long-run  revenue  cost  of  an  esti- 
mated $2.4  billion  be  reduced  by  half,  that  the  balance  of  tax  shifts 
in  favor  of  individuals  in  the  bill  be  redressed  by  granting  some  tax 
relief  to  corporations  as  well,  and  that  certain  structural  changes  be 
revised.    Specifically,   the   administration   proposed   returning  to  a 

1  See  exhibit  23. 

2  See  exhibit  25. 

3  See  exhibit  21. 
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vanishing  low-income  allowance,  although  at  a  slower  phaseout  than 
it  originally  proposed,  rather  than  the  more  costly  api^roach  of  a  mini- 
mum standard  deduction  adopted  by  the  House,  and  limiting  the  maxi- 
mum standard  deduction  to  the  lower  of  12  percent  or  $1,400  rather 
than  15  percent  or  $2,000.  The  administration  also  recommended  intro- 
ducing a  new  rate  schedule  for  single  persons,  instead  of  granting 
head-of-household  status  to  those  over  age  35,  and  lowering  the 
corporate  tax  rate  by  two  percentage  points. 

The  administration  did  not  oppose  the  House  action  in  lowering 
the  rates  of  personal  income  tax  or  in  reducing  the  maximum  per- 
centage depletion  rate  from  27i/^  percent  to  20  percent.  It  did  advise 
restoring  such  depletion  to  the  limit  on  tax  preferences  (LTP)  and 
suggested  several  other  changes,  such  as  removing  State  and  local 
bond  interest  from  the  LTP  and  relaxing  somewhat  the  House  ap- 
proved increases  in  the  taxation  of  capital  gains  and  foundations' 
investment  income. 

The  Senate  Finance  Committee  reported  out  the  bill  on  Novem- 
ber 21,  1969,  and  it  was  approved  by  the  Senate  with  modifications 
on  December  11.  The  Senate  version  of  the  bill  accepted  some  of  the 
administration's  recommendations,  including  those  with  respect  to 
single  persons  and  retaining  the  6-month  holding  period  for  long 
term  capital  gains;  but  it  increased  rather  than  decreased  the  net 
revenue  cost  of  the  bill  to  a  long-run  total  of  about  $5.5  billion. 

The  Senate  bill  substituted  increased  personal  exemptions  for  the 
rate  reductions  and  the  maximum  tax  on  earned  income  provided  in 
the  House  bill.  However,  the  more  serious  revenue  consequences  re- 
sulted from  changes-  in  other  aspects,  such  as  softening  the  increase 
in  capital  gains  taxation  and  introducing  a  very  costly  tax  credit  for 
higher  education  expenses.  The  latter  provision  was  eliminated  by  the 
conference  together  with  other  revisions  which  resulted  in  a  final  net 
revenue  cost  of  an  estimated  $2.5  billion. 

The  Tax  Reform  Act  was  signed  by  President  Nixon  on  Decem- 
l:>er  30,  1969.^  It  pr^vi^des  in  the  long  run  a  rcAenue  reduction  at 
1969  income  levels  of  $2.5  billion.  The  details  of  the  effects  on  calendar 
year  liabilities  of  taxpayers  are  shown  below : 

[In  millions  of  dollars] 

1970  1971  1972  1974       Long  ran 

Tax  reform  program ,^ +$1,150    -|-$1,430    +$1,660    +$2,195      +$3,320 

Repeal  of  investment  credit +2,500      +2,990      +2,990      +3,090        +3.300 

Tax  reform  and  repeal  of  the  investment  credit..^ +3,650      +4,420      +4,650      +5,285        +6,620 

Income  tax  relief -1,441      -4,927      —7,269      -9,134        -9,134 

Balance  between  reform  (+)  and  relief  (-). +2,209         -507      -2,619      -3,849        -2,514 

Extension  of  surcharge  and  excises 4-4,270         +800         -1-800  

Total +6,479  +293      -1,819      -3,849        -2,514 

1  See  exhibit  20. 
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In  the  short  run  the  fiscal  impact,  including  the  extension  of  the 
surcharge  at  5  percent  to  June  30,  1970,  was  to  increase  revenues  in 
the  fiscal  years  1970  and  1971  by  $3.7  billion  and  $2.7  billion  respec- 
tively at  1969  income  levels.  The  increases  were  lower  by  $0.5  and  $2.9 
billion  respectively  than  the  original  administration  proposals.  The 
details  of  the  short-run  impacts  are  shown  below : 

[In  billions  of  dollars] 

Fiscal  year 

Provision 

1970  1971 

Tax  reform  provisions  (+) : 

Corporation  J -f$0.  2         +$0.9 

Individuals - - ..-       (♦)  +.2 

Total,  tax  reform  provisions +.2  -M.  1 

Tax  relief  provisions  (—):  Individual- —.3  —3.1 

Other  provisions  (+): 

Repeal  of  investment  credit: 

Corporation _ _ ._ +.9  +1.9 

Individual .- --..         +.4  +.6 

Total,  repeal  of  investment  credit +1.3  +2.  5 

Extension  of  tax  surcharge:  "•  = 

Corporation - +.3  +.7 

Individual --..  +1.7  +.4 

Total,  surcharge  extension , _ +2. 0  +1.1 

Extension  of  excise  taxes _ --. +.  5  +1. 1 

Total,  other  provisions _ +3.8  +4.7 

Total,  all  provisions - +3.7  +2.7 

J  Does  not  reflect  the  increase  in  tax  receipts  resulting  from  the  imposition  of  increased  penalties  for  failure 
to  pay  tax  and  make  deposits  when  due. 

2  Does  not  reflect  increase  in  tax  receipts  resulting  from  the  imposition  of  increased  penalties  for  failure 
to  pay  tax  and  make  deposits  when  due;  nor  the  increase  in  receipts  resulting  from  the  provisions  regarding 
the  reporting  of  medical  payments  for  which  data  are  not  available. 

3  Does  not  reflect  $200  million  reduction  in  receipts  resulting  from  certification  of  nontaxability  for  with- 
holding tax  purposes. 

*Less  than  $50  million. 

The  Tax  Reform  Act  contains  a  large  number  of  provisions  affect- 
ing different  parts  of  the  tax  law.  Some  of  the  principal  features  are 
indicated  below\ 

I'iidividual  incoine  tax  relief.- — A  major  development  in  the  legis- 
lative history  of  the  Tax  Reform  Act  was  the  adoption  of  amend- 
ments converting  it  from  a  measure  that  would  have  increased 
revenue  in  the  long  run  to  a  tax  relief  measure  providing  major  reduc- 
tions in  the  tax  liabilities  mostly  for  low-income  taxpayers.  The  Treas- 
ury proposal  of  a  low-income  allowance  which  would  be  phased  out 
by  $1  for  each  $2  of  income  above  the  poverty  level  was  converted 
to  a  flat-amount  low-income  allowance  of  $1,000  plus  an  increase  in 
the  general  standard  deduction  to  15  percent  of  adjusted  gross  income 
with  a  ceiling  of  $2,000  (from  10  percent  and  $1,000),  and  an  increase 
in  personal  exemptions  from  $600  to  $750  over  a  3-year  period. 
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In  addition  the  act  establislies  a  maximum  marginal  rate  of  50  per- 
cent on  earned  income.  The  amount  of  relief  for  earned  income  is  com- 
puted as  if  this  were  the  only  income  and  carried  its  share  of  deduc- 
tions. The  relief  is  also  reduced  where  the  taxpayer  has  significant 
amounts  of  preference  income. 

Single  persons  will  benefit  from  a  new  rate  schedule  under  which 
their  tax  liability  may  not  exceed  that  of  a  married  couple  by  more 
than  20  percent  at  any  level  of  taxable  income. 

The  relief  provisions  of  the  act  have  an  important  impact  on  tax- 
free  income  levels  of  individuals  and  thus  operate  to  eliminate  or  re- 
duce tax  for  many  lower  income  individuals.  The  tax-free  income  level 
is  equal  to  the  sum  of  personal  exemptions  plus  the  low-income  al- 
lowance, or  formerly  the  minimum  standard  deduction.  The  final  effect 
of  the  four-step  increase  in  the  personal  exemption  from  the  1969 
value  of  $600  to  $625  in  1970,  $650  in  1971,  $700  in  1972,  and  $750  in 
1973  and  the  increased  minimum  expense  deduction  or  low-income 
allowance  is  that  a  single  individual's  tax-free  income  reaches  $1,750 
in  1973.  The  corresponding  tax-free  income  level  for  a  family  of  four 
becomes  $4,000  when  these  provisions  are  fully  effective.  These  levels 
represent  increases  over  1969  incomes  not  subject  to  tax  of  $850  and 
$1,000,  respectively.  The  following  table  shows  the  increased  tax-free 
income  levels  for  other  family  sizes. 

Tax-free  income  levels:  1969-1973 

Number  of  exemptions'  1969  1970  1971  1972         1973  and 

thereafter 

1 ..._  $900 

2 ...-  1,600 

3 - -.- 2,300 

4 3.000 

5.... _ _._ 3,700 

6 - -.  4,400 

7 - 5,100 

8 - 5,800 

'  A  single  person  age  65  or  over  is  eligible  for  2  exemptions,  and  a  married  couple  both  taxpayers  age  65  or 
over  is  ehgible  for  4  exemptions. 

Because  the  elderly  are  granted  an  additional  special  exemption  for 
age,  the  act  provides  generous  increases  in  tax  Ijenefits  to  the  Nation's 
aged.  The  tax-free  income  level  of  single  persons  age  65  or  over  will 
be  $2,500  when  the  act  becomes  fully  effective;  the  comparable  figure 
for  a  married  couple  both  age  65  or  over  is  $4,000.  This  represents  an 
increase  of  $900  over  the  tax-free  income  level  of  1969  for  an  elderly 
individual  and  $1,000  for  an  elderly  couple. 

A  further  consideration  is  that  students  will  be  able  to  earn  up  to 
$1,750  without  being  taxed,  while  their  families  claim  them  as 
dependents. 


$1,725 

$1,700 

$1,700 

$1, 750 

2,350 

2,350 

2,400 

2,500 

2,975 

3,000 

3,100 

3,250 

3,600 

3,650 

3,800 

4,000 

4,225 

4,300 

4,500 

4,750 

4,850 

4,950 

5,200 

5,500 

5,475 

5,600 

5,900 

6,250 

6,100 

6,250 

6,600 

7,000 
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Other  features  of  the  law  benefiting  individuals  are  the  averaging 
provisions  and  the  moving  expense  deduction,  both  of  which  are  more 
generous  than  under  prior  law. 

The  averaging  provision  was  modified  by  permitting  capital  gains 
to  be  averaged  and  by  reducing  the  percentage  of  increase  over  base 
period  income  from  33  percent  to  20  percent  that  must  occur  before 
averaging  comes  into  effect.  The  moving  expense  deduction  was 
extended  to  certain  related  costs  involved  in  moving. 

The  administration's  proposal  to  include  in  taxable  income  one-half 
of  tax  preference  income  was  replaced  by  a  tax  of  10  percent  on  the 
amount  by  which  tax  preference  income  exceeds  the  sum  of  $30,000 
plus  ordinary  income  tax  liability.  The  definition  of  tax  preference 
income  was  also  altered  somewhat. 

The  list  of  preference  incomes  includes  the  excluded  part  of  long 
term  capital  gains,  stock  option  benefits,  the  excess  of  percentage  over 
cost  depletion,  the  excess  of  accelerated  over  straight-line  depreciation 
on  real  property  (and  certain  personal  property),  the  excess  of  rapid 
amortization  over  straight-line  depreciation  on  antipollution  equip- 
ment, railroad  rolling  stock  and  rehabilitated  housing,  excess  invest- 
ment interest,  and  excess  bad  debt  reserves  of  financial  institutions. 

Limitations  on  specific  tax  frejerences. — In  addition  to  the  mini- 
mum tax,  the  act  establishes  limits  on  certain  specific  preferences.  For 
example,  the  amount  of  long-term  capital  gains  which  may  enjoy  the 
favorable  25-percent  rate  is  limited  to  $50,000  per  year;  on  gains  above 
this  amount  the  maximum  tax  is  raised  to  35  percent  for  individuals. 
The  maximum  capital  gains  rate  for  corporations  is  increased  to  30 
percent.  The  availability  of  capital  gains  treatment  on  income  related 
to  farm  losses  will  also  be  restricted. 

The  act  provides  that  net  long  term  capital  losses  must  be  reduced  by 
50  percent  when  they  are  deducted  against  ordinary  income.  The 
annual  ceiling  of  $1,000  on  such  deduction  is  retained. 

The  act  also  carries  out  the  administration's  proposal  to  eliminate 
the  use  of  corporate  chains  to  claim  multiple  exemptions  from  the 
corporate  surtax.  Corporations  having  over  80  percent  common  owner- 
ship will  be  limited  to  one  such  exemption  after  a  5-year  transition 
period. 

The  unlimited  charitable  contributions  deduction  has  been  repealed 
while  the  general  limit  has  been  raised  from  30  to  50  percent  of  ad- 
justed gross  income.  In  some  cases  the  deduction  for  contributions  of 
appreciated  property  is  limited  to  the  contributor's  basis;  where  this 
is  not  the  case  the  contribution  is  subject  to  the  30-percent  limit  (rather 
than  the  new  50-percent  ceiling) . 

Private  foundations  are  prohibited  from  engaging  in  acts  of  self- 
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dealing  with  violations  subject  to  progressively  increasing  fines.  They 
are  subject  to  a  tax  of  4  percent  on  their  net  investment  income. 

The  tax  on  unrelated  business  income  is  extended  to  virtually  all 
exempt  organizations. 

The  former  mineral  depletion  percentage  rate  of  271/^  is  reduced  to 
22.  The  22-percent  rate  will  also  apply  to  minerals  formerly  eligible 
for  the  23-percent  rate  (plus  molybdenum)  while  the  15-percent  rate 
is  lowered  to  14  percent  except  on  domestic  deposits  of  copper,  silver, 
gold,  and  iron  shale. 

The  act  also  restricts  the  use  of  mineral  production  payments  to 
avoid  the  limitations  on  depletion,  loss  carryovers,  and  the  foreign 
tax  credit.  It  does  so  by  treating  such  transactions  as  loans  rather  than 
the  transfer  of  an  economic  interest. 

Accelerated  depreciation  on  real  estate  (except  residential)  is  re- 
duced to  depreciation  not  faster  than  150  percent  declining  balance 
on  new  property,  nor  faster  than  straight  line  on  used  property.  New 
residential  rental  housing  continues  to  be  eligible  for  200  percent 
declining  balance  and  sum-of-the-years  digits  methods ;  used  residen- 
tial property  may  be  depreciated  at  a  125-percent  declining  balance 
rate  if  it  has  a  useful  life  of  20  years  or  more  at  acquisition.  The  portion 
of  the  gain  subject  to  recapture  on  subsequent  sale  of  the  property  is 
increased  (except  publicly  assisted  housing) .  In  addition,  tighter  rules 
apply  to  the  payment  of  tax-free  dividends  out  of  earnings  and  profits 
made  possible  by  accelerated  depreciation. 

The  use  of  losses  generated  on  farms  to  offset  ordinary  income 
while  future  sale  of  the  farm  enjoys  capital  gains  treatment  has  been 
a  tax-saving  practice  which  is  curtailed  by  the  Tax  Reform  Act  by 
requiring  in  certain  cases  treatment  of  part  of  the  gain  as  ordinary 
income.  The  rules  denying  deduction  of  hobby  losses  are  expanded. 

In  the  future  bad  debt  reserves  maintained  by  commercial  banks 
will  be  tied  to  actual  loss  experience.  The  special  reserve  deductions 
of  mutual  thrift  institutions  were  reduced. 

Distributions  of  income  accumulations  by  the  trust  will  be  generally 
taxable  to  the  beneficiaries  at  their  regular  rates  with  a  credit  for 
the  tax  paid  by  the  trust.  Several  other  more  technical  reforms  were 
included. 

Neiiy  incentwe  ^provisions. — The  act  introduced  incentives  in  the 
form  of  accelerated  capital  write-offs  in  four  areas.  Expenditures  on 
rehabilitation  of  low-cost  rental  housing,  pollution  control  equipment, 
railroad  rolling  stock,  and  certain  coal  mine  safety  equipment  may 
be  amortized  over  5  years.  In  general,  the  rapid  amortization  is  limited 
to  investments  made  in  the  period  prior  to  1975. 

One  of  the  major  actions  taken  in  the  act  was  the  repeal  of  the  7- 
percent  investment  credit.  This  was  proposed  by  the  administration  in 
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1969  (see  annual  report  for  fiscal  year  1969,  pages  25-26).  The  repeal 
applied  in  general  to  investments  under  contracts  entered  into  after 
April  18, 1969. 

T ax-exempt  organizaUoiu. — The  act  sets  forth  additional  guide- 
lines (and  revised  sanctions)  with  regard  to  prohibited  activities  of 
tax-exempt  organizations,  principally  foundations.  The  new  rules 
involve  self -dealing,  holdings  in  unrelated  business,  insufficient  dis- 
tribution of  income  to  charity,  and  political  activity.  In  addition,  the 
act  imposes  a  4-percent  tax  on  the  net  investment  income  of  private 
foundations  and  the  full  corporate  tax  on  the  unrelated  business  in- 
come of  other  exempt  organizations  which  were  previously  excluded 
from  the  unrelated  business  tax. 

Extension  of  the  surcharge. — The  combination  of  the  Tax  Reform 
Act  and  Public  Law  91-53,  approved  by  the  President  August  7,  1969, 
resulted  in  extension  of  the  surcharge  previously  scheduled  to  expire 
June  30,  1969,  at  a  rate  of  10  percent  through  December  31,  1969,  and 
at  a  rate  of  5  percent  through  June  30,  1970.  The  Tax  Reform  Act 
also  provided  for  delay  of  1  year  in  the  scheduled  reductions  in  the 
automobile  and  telej)hone  service  excise  taxes  previously  scheduled  for 
reduction  January  1, 1970. 

Domestic  international  sales  corporation 

A  Treasury  proposal,  presented  to  the  House  Ways  and  Means  Com- 
mittee on  May  12,  1970,  would  provide  for  the  establishment  of  a  new 
class  of  domestic  corporation  to  be  known  as  a  Domestic  International 
Sales  Corp.  (DISC) .  The  DISC  proposal  is  intended  to  stimulate  U.S. 
exports  by  providing  for  more  equitable  treatment  of  U.S.  export 
income  earned  through  a  DISC,  vis-a-vis  foreign  investment  income 
of  U.S.  companies.  More  specifically,  the  proposal  would  permit  a 
company,  within  prescribed  rules,  to  defer  income  tax  on  exports  sold 
through  a  domestic  export  subsidiary.  The  income  that  could  be 
reflected  in  the  export  subsidiary,  and  enjoy  deferral,  would  be  pre- 
scribed by  formulas  which  in  general  would  permit  half  of  the  manu- 
facturing profit  to  be  treated  as  export  income.  To  qualify  for  deferral 
the  subsidiary  profits  must  be  reinvested  in  export  related  activities 
including  certain  loans  to  U.S.  manufacturers  of  exported  products. 

Small  business  taxation 

An  administration  bill  entitled  "Small  Business  Taxation  Act  of 
1970,"  accompanying  the  President's  Message  of  March  23,  1970  on 
measures  to  strengthen  the  small  business  sector,  included  provisions 
for  (1)  deductions  of  20  percent  of  the  gross  income  derived  by  corpo- 
rations from  obligations  guaranteed  by  the  Small  Business  Adminis- 
tration, (2)  extension  of  the  net  operating  loss  carryforward  from 
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the  present  5  to  10  years  for  small  business,  (3)  increase  in  the  per- 
missible number  of  shareholders  from  the  present  10  to  30  for  qual- 
ifying for  partnership-like  treatment  under  subchapter  S  of  the 
Internal  Revenue  Code,  (4)  treatment  of  payments  to  Minority  En- 
terprise Small  Business  Investment  Companies  as  charitable  con- 
tribution deductions,  and  (5)  liberalization  of  the  stock  option  rules 
for  qualified  small  business  corporations  to  permit  exercise  of  quali- 
fied stock  options  up  to  8  years  after  they  were  granted,  as  against 
5  years  under  present  law. 

Air  transport  taxation 

Public  Law  91-258,  known  as  the  Airport  and  Airway  Revenue  Act 
of  1970,  approved  May  21,  1970,  established  an  Airport  and  Airway 
Trust  Fund  to  help  finance  Federal  aid  to  airports  and  help  pay  for 
the  Federal  airway  system.  The  fund  is  to  receive  revenues  from  the 
tax  on  transportation  of  persons  by  air  which  was  increased  from 
5  to  8  percent,  a  new  $3  per  person  tax  on  trips  to  foreign  countries, 
a  new  tax  of  5  percent  on  domestic  air  cargo  shipments,  a  new  annual 
use  tax  on  civil  aircraft,  new  and  increased  taxes  aggregating  7  cents 
a  gallon  on  fuel  used  in  aircraft  when  not  engaged  in  commercial 
transportation  of  persons  or  property,  and  the  revenues  from  the  exist- 
ing taxes  on  aircraft  tires  and  tubes. 

Administration,  interpretation,  and  clarification  of  tax  laws 

In  connection  with  the  administration  of  the  tax  laws,  the  Depart- 
ment of  the  Treasury,  during  fiscal  1970,  issued  18  final  regulations,  17 
temporary  regulations  and  12  notices  of  proposed  rulemaking,  relating 
to  mattei-s  including  alcohol  and  tobacco  taxes.  Four  of  the  final  regu- 
lations, five  notices  of  proposed  rulemaking  and  all  the  temporary  reg- 
ulations covered  projects  under  the  Tax  Reform  Act  of  1969. 

Among  the  subjects  dealt  with  in  Treasury  decisions  published  dur- 
ing the  fiscal  year  were  grants  to  individuals  by  private  foundations 
awarded  prior  to  but  paid  after  January  1, 1970,  taxes  on  self-dealing 
with  respect  to  scholarship  and  fellowship  grants  by  private  founda- 
tions, certain  indirect  transactions  by  a  private  foundation  with  respect 
to  Government  officials,  the  distribution  of  cash  in  lieu  of  frac- 
tional shares  under  section  305  of  the  Internal  Revenue  Code,  and 
withholding  with  respect  to  certain  employees  who  incur  no  income 
tax  liability. 

International  tax  matters 

Legislation^  regulations  and  administrative  procedures. — Aside  from 
several  minor  provisions  in  the  Tax  Reform  Act  of  1969,  there  were 
no  legislative  enactments  in  the  international  tax  field  in  fiscal  1970. 
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Pending  legislation  relating  to  the  treatment  of  Domestic  Interna- 
tional Sales  Corps,  is  described  in  a  prior  section. 

The  Office  of  the  Assistant  Secretary  for  Tax  Policy  has  taken 
an  active  role  in  developing  legislative  proposals  to  control  the  use  of 
secret  foreign  bank  accoimts  by  U.S.  citizens. 

A  new  administrative  procedure  was  issued  on  June  26,  1970,  to 
provide  guidance  for  taxpayers  in  invoking  competent  authority  pro- 
cedures for  settling  disputes  arising  under  U.S.-  tax  conventions. 

Tax  treaties.- — An  income  tax  treaty  with  Finland  was  signed  on 
March  6,  1970.  The  new  treaty,  when  ratified,  will  replace  the  treaty 
which  was  signed  in  1952. 

A  new  income  tax  treaty  was  signed  on  January  9, 1970,  with  Trini- 
dad and  Tobago,  which,  when  ratified,  will  replace  a  limited,  interim 
treaty  which  was  signed  in  1966. 

A  new  income  tax  treaty  with  Belgium  was  initialled  and  pre- 
pared for  early  fiscal  1971  signature.  The  new  treaty  will  replace  the 
1948  treaty  now  in  effect. 

An  agreement  was  reached  on  a  protocol  to  the  1968  income  tax 
treaty  with  France  which,  when  signed  and  ratified,  will  provide  for 
the  extension  by  France  to  U.S.  portfolio  investors  in  French  com- 
panies of  the  credit  now  given  to  French  shareholders  for  one-half  of 
the  50  percent  French  corporate  tax. 

Draft  income  tax  treaties  were  initialled  with  Japan  and  Norway 
during  fiscal  1970,  and  are  being  prepared  for  signature,  to  replace 
existing  treaties  with  those  countries. 

Initial  discussions  were  held  with  Turkey  in  September  1969  on  an 
income  tax  convention.  There  is  no  income  tax  treaty  in  force  between 
the  United  States  and  Turkey. 

An  estate  tax  convention  between  the  United  States  and  the 
Netherlands  was  signed  on  July  15,  1969.  There  was  no  estate  tax 
treaty  in  force  between  the  two  countries.  The  new  treaty  will  come 
into  effect  after  the  treaty  is  ratified  and  instruments  of  ratification 
are  exchanged. 

Negotiations  were  continued,  but  not  concluded,  during  the  year  on 
a  new  estate  tax  treaty  with  France,  to  replace  the  treaty  which  has 
been  in  force  since  1949. 

International  organizations, — Treasury  representatives  participated 
in  the  work  of  the  Fiscal  Committee  of  the  Organization  for  Eco- 
nomic Cooperation  and  Development  (OECD).  During  the  year  the 
committee  advanced  its  work  on  revising  its  model  tax  convention  and 
agreed  to  undertake  a  study  of  comparative  depreciation  practices. 
The  committee  moved  toward  a  greater  involvement  in  questions  of 
domestic  tax  policy  by  I'eceiving  reports  on  tax  reform  progress  in  the 
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United  States  and  Canada.  A  Treasury  representative  was  elected 
chairman  of  the  committee. 

Treasury  representatives  also  participated  in  the  work  of  an  OECD 
ad  hoc  group  of  tax  experts  which  met  to  consider  a  broadening  of  the 
fiscal  committee's  terms  of  reference  to  include  the  study  of  tax  policy 
matters  not  dealing  necessarily  with  double  taxation.  The  group  re- 
ported favorably  on  such  a  broadening.  Among  the  suggestions  for 
projects  to  be  undertaken  by  the  reconstituted  fiscal  committee  are  a 
standardization  of  fiscal  reporting  and  definition,  and  a  study  of  the 
problems  in  corporate  income  taxation  and  of  the  issues  raised  by  the 
emergence  of  multinational  corporations. 

Treasury  officials  participated  in  a  meeting  of  experts  on  tax  treaties 
between  developed  and  developing  countries,  held  under  the  auspices 
of  the  United  Nations  Economic  and  Social  Council.  The  group,  meet- 
ing this  year  for  the  second  time,  continued  its  discussion  of  the  kinds 
of  provisions  appropriate  to  a  treaty  between  a  developed  country  and 
a  developing  country. 

The  U.S.  delegation  to  the  fourth  annual  meeting  of  the  Inter- 
American  Center  of  Tax  Administrators  in  Montevideo,  Uruguay, 
included  Treasury  officials.  The  program  dealt  with  a  variety  of  sub- 
jects, including  the  value-added  tax  and  the  U.S.  Tax  Reform  Act 
of  1969. 

Other  activities. — Under  an  agreement  with  AID,  a  Treasury  rep- 
resentative visited  several  countries  in  Southeast  Asia  on  a  tax  policy 
assistance  mission.  A  written  report  was  delivered  to  AID  on  the 
equity  problems  and  fiscal  prospects  of  land  taxation  in  Nepal. 

International  Financial  Affairs 

U.S.  balance  of  payments 

For  fiscal  1970  as  a  whole,  the  U.S.  balance  of  payments  measured 
on  the  liquidity  basis  did  not  change  substantially  from  the  fiscal  1969 
level.  The  fiscal  1970  liquidity  deficit,  including  the  favorable  impact 
of  the  $867  million  initial  allocation  of  Special  Drawing  Rights 
(SDR),  was  about  $4.0  billion,  and  that  excluding  the  SDR  allocation 
about  $4.8  billion,  compared  with  the  fiscal  1969  total  of  about  $4.8 
billion. 

The  balance  measured  on  the  official  settlements  basis,  on  the  other 
hand,  showed  a  $7.1  billion  adverse  swing — from  a  $2.9  billion  surplus 
in  fiscal  1969  to  a  $4.2  billion  deficit  (including  the  SDR  allocation) 
in  fiscal  1970. 

Changes  in  the  liquidity  deficit  included  a  $1.9  billion  increase  in 
the  U.S.  trade  surplus,  only  partially  offset  by  some  w^orsening  in 
other  current  account  categories,  especially  payment  of  investment  in- 
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comes  to  foreigners.  This  resulted  in  a  $1.4  billion  improvement  in  the 
overall  current  account  balance  (including  Government  economic 
grants  and  other  unilateral  transfer),  from  a  deficit  of  $1.1  billion  in 
fiscal  1969  to  a  small  surplus  of  $0.3  billion  in  fiscal  1970. 

The  deficit  on  total  capital  account  (excluding  special  inflows)  was 
$3.6  billion,  or  about  the  same  as  in  1969.  Net  special  receipts  were 
slightly  negative  compared  with  a  net  inflow  of  more  than  $1.6  billion 
in  fiscal  1969 ;  and  the  errors  and  omissions  outflow  was  $1.5  billion, 
down  $0.3  billion  from  the  preceding  year. 

The  $7  billion  adverse  swing  in  the  balance  on  official  reserve  trans- 
actions substantially  eliminated,  for  fiscal  1970  as  a  whole,  the  ab- 
normally large  divergence  which  had  developed  during  fiscal  1969 
between  the  two  indicators  of  our  external  position.  The  unprecedented 
increase  of  roughly  $7  billion  in  Euro-dollar  borrowing  by  domestic 
banks  from  their  branches  abroad,  which  had  been  the  primary  factor 
accounting  for  this  divergence  in  the  previous  year,  gave  way  during 
fiscal  1970  to  a  moderate  net  decline  (of  approximately  $1  billion)  in 
the  outstanding  amount  of  such  borrowings.  Partially  offsetting  the 
approximately  $8  billion  effect  of  this  change,  on  the  official  settlements 
balance  as  compared  with  that  on  the  liquidity  basis,  was  the  fact 
that  only  $0.2  billion  of  the  adverse  swing  on  total  special  transac- 
tions affected  the  official  settlements  measurement. 

The  improvement  in  the  trade  account  accompanied  a  fall-off  in  the 
rate  of  growth  of  U.S.  imports,  up  12  percent  in  1970  compared  with  16 
percent  in  1969  as  a  result  of  the  slowdown  in  the  domestic  economy. 
At  the  same  time,  the  continued  strong  pace  of  business  in  most  foreign 
markets  resulted  in  a  further  healthy  growth  in  U.S.  exports,  up  17 
percent  in  fiscal  year  1970  compared  with  8  percent  in  1969.  Most  of  the 
improvement  in  the  trade  account  occurred  during  the  last  half  of  the 
fiscal  year,  with  the  net  trade  surplus  in  the  January-June  1970  period 
rising  to  $1.4  billion  compared  with  a  net  trade  deficit  of  $0.1  billion  in 
the  same  period  in  the  preceding  year. 

While  there  was  a  welcome  increase  in  the  U.S.  trade  balance  during 
fiscal  1970,  the  U.S.  trade  position  is  not  as  strong  as  it  needs  to  be. 
For  example,  the  U.S.  share  of  world  manufacturing  exports,  after 
adjustment  for  trade  generated  by  the  U.S.-Canadian  automobile 
agreement,  continued  to  decline  as  it  has  every  year  since  1962.  At 
the  same  time,  imports  of  manufactured  goods  are  becoming  a  signifi- 
cantly larger  share  of  the  commodity  comj^onent  of  U.S.  gross  national 
product. 

On  overall  capital  account,  excluding  liquid  liabilities  to  foreigners, 
special  transactions,  errors  and  omissions,  and  the  SDR  allocation, 
there  was  a  net  recorded  outflow  of  $3.6  billion  in  fiscal  1970,  about  the 
same  as  in  fiscal  1969.  Total  recorded  U.S.  capital  transactions  showed 
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an  improvement  of  $1.6  billion  over  the  previous  year  as  nearly  all 
categories  showed  small  to  moderate  improvements.  This  was  offset, 
however,  by  a  nearly  equal  decline  in  net  inflows  of  nonspecial  foreign 
capital  reflecting  in  particular  sharply  reduced  net  purchases  of  U.S. 
stocks  by  foreign  residents. 

Total  outflows  on  U.S.  direct  investment  account  increased  to  $3.9 
billion  from  $3.7  billion  in  fiscal  1969.  Excluding  the  use  of  foreign 
source  funds  obtained  by  new  issues  of  long  term  securities  abroad, 
such  direct  investment  outflows  were  $3.4  billion  in  fiscal  1970  com- 
pared with  $2.8  billion  in  the  prior  year. 

A  $226  million  improvement  in  U.S.  bank  outflows  during  fiscal  1970 
resulted  mainly  from  a  $320  million  shift  in  short  term  U.S.  bank 
claims  on  foreigners.  Outflows  declined  from  $978  million  in  fiscal  1969 
to  $658  million  in  fiscal  1970.  In  addition,  there  was  a  continued  sizable 
reflow  of  long  term  bank  capital  in  1970.  Such  claims  fell  by  $239 
million  in  fiscal  1970  compared  with  the  $333  million  drop  which  oc- 
curred in  fiscal  1969.  The  reduction  in  long  term  U.S.  bank  claims  on 
foreigners  was  partly  due  to  continued  tight  monetary  conditions  in 
the  United  States. 

U.S.  nonbank  claims  on  foreigners  increased  by  $317  million  in  fiscal 
1970  compared  with  the  $585  million  increase  which  occurred  in  fiscal 
1969.  While  there  was  some  increase  in  the  outflow  of  long  term  funds, 
this  was  more  than  offset  by  the  nearly  $500  million  turnaround  in 
short  term  flows  (from  an  increase  of  $201  million  in  the  previous  year 
to  a  decrease  of  $285  million  in  fiscal  1970).  The  net  change  in  non- 
bank  claims  reflected,  among  other  factors,  further  foreign  sourcing 
of  funds  by  direct  investors  under  the  direct  investment  program — as 
such  investors  continued  to  use  proceeds  from  prior  Euro-bond  bor- 
rowings, held  in  deposits  abroad,  while  new  Euro-bond  borrowings 
declined  substantially. 

Net  U.S.  purchases  of  foreign  securities  during  fiscal  1970  amounted 
to  $0.7  billion,  down  $0.9  billion  from  the  $1.6  billion  level  in  the 
previous  fiscal  year.  There  was  also  a  $0.3  billion  improvement  on  Gov- 
ernment capital  account  as  net  outflows  fell  from  $2.3  billion  previously 
to  $2.0  billion  in  fiscal  1970. 

The  big  capital  account  change  during  fiscal  1970,  compared  with 
fiscal  1969,  was  in  foreign  capital  inflows  into  the  United  States  which 
fell  to  $3.7  billion  for  the  year,  a  decline  of  $1.6  billion.  This  was  in 
large  part  due  to  a  substantial  reduction  in  net  purchases  of  U.S. 
stocks  by  foreigners.  Such  purchases  which  were  running  at  quarterly 
rates  of  about  $540  million  during  fiscal  1969  declined  to  an  average  of 
$330  million  in  the  first  two  quarters  of  fiscal  1970.  During  the  last  half 
of  the  fiscal  year  there  was  a  net  disinvestment  by  foreigners  in  U.S. 
stocks.  This  reduction  in  foreign  purchases  of  U.S.  stocks  reflected 
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mainly  the  continued  weakness  of  the  U.S.  stock  market  as  major 
market  indicators  declined  throughout  most  of  the  fiscal  year.  Net 
foreign  purchases  of  U.S.  corporate  bonds  continued  at  a  relatively 
high  rate  during  most  of  the  fiscal  year. 

Partially  offsetting  this  decrease  in  foreign  portfolio  inflow  was  a 
$507  million  increase  over  the  previous  fiscal  year  in  foreign  direct 
investment  inflows  into  the  United  States.  Sizable  foreign  direct  in- 
vestments in  several  major  U.S.  corporations,  resulting  in  a  shift  of 
control  to  foreign  based  firms,  accounted  for  much  of  the  inci'^ase  in 
these  inflows. 

A  second  major  factor  adversely  affecting  the  liquidity  balance  dur- 
ing fiscal  1970  was  the  substantial  turnaround  in  total  special  trans- 
actions from  an  inflow  of  $1.7  billion  in  the  previous  fiscal  year  to  a 
net  outflow  of  $21  million. 

The  approximately  $1  billion  net  decline  during  fiscal  1970  in  the 
outstanding  volume  of  U.S.  bank  Euro-dollar  borrowing  from  foreign 
affiliates  was  concentrated  in  the  final  months  of  calendar  1969  and  the 
January-June  half  of  the  fiscal  year;  a  slower  but  continued  increase 
occurred  in  such  borrowing  (by  roughl}^  $1.5  billion)  during  the  early 
months  of  the  year,  giving  way  thereafter  to  a  net  decline  of  about 
$2.5  billion. 

The  shifting  pattern  of  this  borrowing  in  the  course  of  the  fiscal 
year  reflected  botli  the  progressive  emergence  of  somewhat  easier 
monetary  conditions  in  the  United  States  and  a  number  of  institu- 
tional modifications  in  domestic  banking  practice  or  regulations.  Par- 
ticularly important  were  the  Federal  Reserve  imposition  for  the  first 
time,  effective  September  4,  1969,  of  a  10  percent  reserve  requirement 
against  additional  U.S.  bank  borrowing  from  foreign  banks,  includ- 
ing their  own  branches  abroad,  in  excess  of  a  specified  base  level ;  and 
the  increased  development  of  domestic  borrowing  on  the  commercial 
paper  market,  through  bank  holding  companies,  as  an  alternative 
source  of  funds.  Finally,  the  Federal  Reserve  suspension,  as  of  June  27, 
1970,  of  previous  regulation  Q  ceilings  on  interest  rates  payable  do- 
mestically on  large-denomination  negotiable  certificates  of  deposit 
may  also  have  had  an  important  impact  during  the  final  week  of  the 
fiscal  year. 

The  effects  of  this  swing  in  U.S.  bank  demand  for  Euro-dollars  both 
on  interest-rate  levels  and  on  the  general  demand  for  and  availability  of 
funds  in  that  market  relative  to  domestic  monetary  conditions  in  major 
foreign  countries  have  presumably  tended :  To  reduce,  and  possibly 
to  reverse  in  part,  the  apparent  "circular  flows"  of  U.S.  resident  de- 
posits into  Euro-dollar  banks  and  through  them  back  to  TT.S.  banks; 
and  to  weaken  the  unusually  strong  incentives  for  commercial  banks 
and  other  private  residents  in  major  foreign  countries  to  convert  local 
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currencies  into  U.S.  dollars,  at  the  expense  of  foreign  official  reserves, 
for  placement  in  the  Euro-dollar  market  which  had  developed  during 
the  latter  part  of  the  previous  fiscal  year. 

The  net  result  of  these  Euro-dollar  market  developments  plus  the 
above-noted  shift  in  the  direction  of  net  special  transactions  was  a 
major  turnaround  between  fiscal  1969  and  fiscal  1970  in  the  size  and 
direction  of  the  variation  between  the  two  official  measures  of  the  U.S. 
overall  payments  position.  The  difference  between  the  liquidity  bal- 
ance and  the  official  settlements  balance  fell  from  nearly  $7.7  billion 
in  fiscal  1969  to  less  than  $300  million  in  fiscal  1970  with  most  of  the 
change  being  registered  between  the  second  half  of  fiscal  1969  and 
the  first  half  of  the  current  year.  This  further  evidence  of  the  volatility 
of  variation  between  the  two  measures  lends  added  weight  to  ques- 
tions which  have  been  increasingly  raised  during  recent  years  as  to 
the  significance  and  adequacy  of  the  two  present  payments  balances. 
The  whole  question  of  w^hether  some  alternative  or  additional  kind 
of  balance  might  perhaps  provide  a  more  useful  measurement  and 
assessment  of  the  U.S.  international  payments  position  is  currently 
under  review. 

The  international  monetary  system 

Summary  of  international  develojmients. — The  period  of  this  report, 
July  1,  1969,  to  June  30,  1970,  was  one  of  solid  progress  in  inter- 
national monetary  affairs.  Of  fundamental  importance  to  the  inter- 
national monetary  system  was  the  decision  to  activate  the  Special 
Drawing  Eights  (SDR)  facility,  and  to  allocate  $9.5  billion  of  SDE's 
during  the  first  3  years  of  the  facility's  operation.  The  Executive  Di- 
rectors of  the  International  Monetary  Fund  also  proposed  a  sizable 
increase  of  Fund  quotas  to  provide  a  needed  expansion  in  medium  term 
credit  facilities  for  member  countries.  The  two-tier  gold  market  ar- 
rangement continued  to  prove  its  value  in  practice  and  the  nonmone- 
tary gold  price  has  stabilized  close  to  the  monetary  price.  Agreement 
was  reached  on  arrangements  for  the  sale  of  South  African  gold.^ 
Adjustments  in  the  exchange  rates  of  the  Deutsche  mark  and  the 
French  franc  and  the  improvement  in  the  French  and  British  trade 
and  payments  positions  contributed  to  a  relative  degree  of  calm  in 
international  exchange  markets  and  to  a  strengthening  of  the  inter- 
national monetary'  and  payments  structure.  At  the  end  of  May,  the 
Canadian  dollar  was  allowed  to  rise  above  the  parity  limits,  following 
a  large  inward  movement  of  funds.^  The  Executive  Directors  of  the 
International  Monetary  Fund  began  studies  of  possible  improve- 
ments in  the  system  of  exchange  rate  adjustment. 


1  See  next  section  on  foreign  exchange  developments  and  operations. 
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Approximate  balance  in  the  U.S.  official  settlements  position  during 
the  July-December  period  of  1969  gave  way  to  a  large  deficit  during 
the  first  semester  of  1970.  A  continuing  deficit  on  the  liquidity  balance 
and  a  weak  (but  gradually  improving)  trade  position  indicated  a 
continuing  unsatisfactory  situation,  both  as  to  basic  structure  and 
overall  results,  in  the  U.S.  balance  of  payments.  (See  preceding 
section. ) 

The  activation  of  Special  Drawing  Rights  in  the  substantial  amount 
of  $9.5  billion  in  1970-72  will  enlarge  global  monetary'  reserves,  total- 
ing about  $77  billion  at  the  end  of  calendar  year  1969,  by  about  12.5 
percent.  The  activation  of  the  SDR  in  a  sizable  amount  signalizes 
transition  of  the  world's  monetary  system  from  dependence  for  growth 
in  reserves  on  new  gold  and  rising  official  dollar  holdings  to  principal 
reliance  on  a  carefully  designed  and  consciously  created  international 
monetary  instrument.  The  United  States  received  $867  million,  or 
about  25.4  percent,  of  the  first  allocation  of  SDR  of  $3.4  billion  on 
January  1,  1970.^ 

Enlargement  of  Fund  quotas. — On  December  30, 1969,  the  Executive 
Directors  of  the  Fund  submitted  a  proposal  for  an  increase  in  the 
quotas  of  all  members  of  tlie  Fund.  The  resolution  providing  for  the 
increase  in  quotas  was  approved  by  Governors  casting  the  required 
85  percent  of  weighted  votes.  The  Secretary  of  the  Treasury,  on  the 
advice  of  the  National  Advisory  Council,  cast  the  U.S.  vote  in  favor 
of  the  resolution  on  January  19,  1970,  while  formally  recording  that 
he  was  not  requesting  or  consenting  to  an  increase  in  the  U.S.  quota. 
Legislation  necessary  for  the  U.S.  participation  in  the  quota  increase 
w^as  submitted  to  the  Congress  in  March.-  Should  all  members  accept 
the  proposed  increases,  aggregate  Fund  quotas  would  rise  from  the 
current  level  of  about  $21.3  billion  to  approximately  $28.9  billion,  an 
increase  of  $7.6  billion.  The  new  quota  proposed  for  the  United  States 
is  $6,700  million,  an  increase  of  $1,540  million  from  the  present  quota 
of  $5,160  million.  The  proposed  increase  in  quotas  would  strengthen 
the  international  monetary  system  by  providing  the  Fund  with  sub- 
stantial additional  resources  for  lending  to  member  countries.  Such 
an  expanded  facility  for  medium  term  credits  of  the  Fund  would  pro- 
vide members  more  scope  to  meet  temporary  balance-of-payments  dis- 
equilibria  in  an  orderly  fashion.  The  proposed  quota  increase  will 
come  into  effect  on  October  30,  1970,  for  those  members  which  have 
accepted  their  proposed  increases  by  that  date.  Supplementing  the 
ordinary  resources  of  the  Fund  is  the  $6  billion  of  the  General  Ar- 
rangements to  Borrow  which,  having  proved  its  usefulness  during  the 


3  See  exhibits  .S7  and  38. 
-  See  exhibit  40. 
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past  8  years,  was  extended  for  another  period  of  5  years  beginning 
October  24,  1970. 

IMF  study  of  proposals  for  Ihnited  exchange  flexibility. — Large- 
scale  movements  of  speculative  funds  from  currency  to  currency  and 
the  continuation  of  persistently  unbalanced  trading  positions  in  some 
countries  during  recent  years  combined  to  stimulate  proposals  for 
study  of  possible  improvements  in  the  international  monetary  system 
and  to  attract  many  proposals  for  reform  from  academic  economists. 
At  the  annual  meeting  of  the  Fund  in  September  1969,  Mr.  Schweitzer, 
the  managing  director  of  the  Fund,  suggested  that  the  Fund  study 
the  mechanism  by  which  exchange  rates  are  changed,  and  investigate 
"whether  a  limited  increase  in  flexibility  of  exchange  rate  variation 
would  be  desirable  and  attainable  with  the  necessary  safeguards ;  and 
through  what  means  any  such  increased  flexibility  might  be  achieved." 
This  study  was  supported  at  the  meeting  by  many  Governors,  in- 
cluding Secretary  Kennedy  who  stated  that  the  United  States  would 
participate  actively.*  The  Executive  Directors  of  the  Fund  are  now 
carrying  out  an  investigation  of  the  question. 

Movement  in  loorld  reserves. — The  outflow  of  speculative  funds 
from  Germany  following  the  mark  revaluation  -  resulted  in  a  reduc- 
tion by  more  than  $5  billion  in  Germany's  international  reserves 
during  i\\Q  final  quarter  of  1969.  This  reduction  in  German  reserves 
was  not,  however,  reflected  in  a  comparable  increase  in  the  official 
reserves  of  other  countries,  since  these  funds  were  used  largely  to  repay 
official  short  term  debts  or  were  absorbed  by  private  holdings.  As  a 
result  of  these  developments,  the  industrial  countries  of  Europe  as  a 
group  lost  almost  $4  billion  of  reserves,  and  the  international  monetary 
system  as  a  whole  almost  $3  billion,  during  the  final  quarter  of  1969. 
International  reserves  declined  from  $79.8  billion  at  the  end  of  Sep- 
tember to  an  estimated  $77.1  billion  at  the  end  of  the  calendar  year. 
The  movement  of  global  reserves  leveled  off  during  the  first  quarter 
of  1970,  rising  by  only  slightly  more  than  the  amount  of  the  SDR 
allocation.  At  the  end  of  the  second  quarter,  global  reserves  were 
about  $83.3  billion. 

Interest  rates  and  U.S.  balance  of  payments. — As  indicated  above, 
large-scale  movements  of  short  term  speculative  funds  were  a  domi- 
nant factor  in  the  exchange  markets  during  the  first  half  of  the 
period.  The  Euro-dollar  market  played  a  key  role  in  these  speculative 
movements,  as  funds  were  shifted  in  and  out  of  this  market  to  benefit 
from  expected  changes  in  exchange  rates  and  to  maximize  interest 
rate  returns.  Interest  rates  on  3-month  Euro-dollar  deposits  rose  from 
10  percent  in  July  to  about  11.5  percent  in  November,  declining  again 

1  See  exhibit  35. 

2  See  next  section  on  foreign  exchange  developments  and  operations. 
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to  10  percent  at  the  end  of  the  year.  Euro-dollar  rates  continued 
to  fall  to  about  8  jDercent  in  mid- April,  moved  upward  to  about  9.5 
percent  by  mid-June,  but  fell  off  slightly  to  about  9  percent  at  the 
end  of  June,  These  changes  reflected  several  developments  but  mainly 
the  speculative  flows  before  and  after  the  German  reevaluation,  bor- 
rowings by  U.S.  banks  from  their  European  branches,  and  restraints 
imposed  by  a  number  of  European  countries  on  investment  by  their 
banking  systems  in  the  Euro-dollar  market.  More  recently,  relatively 
high  interest  rates  in  France  and  Germany  have  attracted  funds  from 
this  market  and  supported  the  Euro-dollar  rate  level. 

The  massive  borrowings  by  U.S.  banks  in  the  Euro-dollar  market 
during  the  first  semester  of  1969,  amounting  to  about  $7  billion,  caused 
the  Federal  Reserve  Board  to  amend  its  regulations  in  a  way  designed 
to  moderate  the  flow  of  Euro-dollars  between  U.S.  banks  and  their 
foreign  branches  as  well  as  between  U.S.  and  foreign  banks.^  The 
amendments  and  reversal  of  the  speculative  flows  to  Germany  slowed 
the  growth  in  Euro-dollar  borrowings  by  U.S.  banks.  By  December 
24,  these  borrowings  had  risen  another  $1.1  billion,  but  heavy  repay- 
ments in  the  last  week  of  December  brought  the  total  at  the  end 
of  the  year  back  to  the  June  1969  level.  Repayments  continued  through 
mid- April,  contributing  to  the  decline  in  Euro-dollar  rates.  Subse- 
quently, Euro-dollar  borrowing  by  U.S.  banks  has  tended  to  hold  at  a 
plateau  with  some  variation  from  week  to  week. 

The  U.S.  balance  of  payments  on  an  official  settlements  basis  was 
in  approximate  balance  during  the  second  half  of  calendar  1969 
following  a  large  surplus  during  the  early  months  of  the  year  which 
was  attributable  to  tight  monetary  conditions  in  the  United  States 
and  the  high  interest  rates  which  attracted  private  short  term  funds 
both  to  the  Euro-dollar  market  and  to  the  United  States. 

Large  repayments  of  Euro-dollar  borrowings  by  U.S.  banks  during 
the  early  months  of  1970  contributed  to  a  reversal  of  the  1969  official 
settlements  surplus  to  a  deficit  of  $2.8  billion  (excluding  SDR)  dur- 
ing the  first  quarter  of  1970.  The  liquidity  balance,  in  substantial 
deficit  in  1969,  continued  in  deficit  ($1.5  billion  excluding  SDR) 
during  the  first  quarter  of  1970.  Deficits  on  both  the  liquidity  and  of- 
ficial settlements  basis  were  also  recorded  in  the  second  quarter  of 
1970.  The  underlying  structure  of  the  balance  of  payments  remained 
unsatisfactory  as  the  current  account  balance  was  not  sufficient  to  sus- 
tain the  U.S.  propensity  to  lend  and  invest  abroad  and  to  provide 
foreign  aid  without  paying  out  liquid  dollars  to  the  rest  of  the  world 
on  a  substantial  scale. 


'  See  section  on  U.S.  balance  of  payments. 
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Foreign  exchange  developments  and  operations 

Apprehension  as  to  probable  parity  changes  in  the  exchange  rates 
for  the  Grerman  mark  and  French  franc,  and  possibly  other  cur- 
rencies, continued  into  this  fiscal  year.  The  dollar,  while  occasionally 
buffeted  by  speculative  movements  occasioned  by  these  fears,  re- 
mained essentially  strong.  Kestrictive  credit  policies  undertaken  to 
combat  inflation  in  the  United  States  exerted  a  pull  of  short  term 
funds  from  abroad  in  the  first  half  of  the  year,  most  manifest  by 
borrowings  by  U.S.  banks  in  the  Euro-dollar  market.  This  led  to  a 
sizable  U.S.  official  settlements  surplus  in  its  balance  of  payments  for 
calendar  year  1969  and  consequent  pressures  on  the  reserves  of  a 
number  of  other  countries. 

Following  the  changes  in  parities  of  the  German  mark  and  French 
franc  in  the  first  half  of  the  period,  the  exchange  markets  returned  to 
more  normal  conditions,  and  gold  markets  were  quiet  throughout  the 
period.  An  easing  of  money-market  pressures  in  the  United  States 
after  the  beginning  of  1970  and  a  tightening  in  many  foreign  centers 
led  to  a  reversal  of  short  term  capital  flows  and  a  large  deficit  in  the 
U.S.  balance  of  payments. 

Although  a  devaluation  of  the  French  franc  had  been  widely  antici- 
pated, when  it  occurred  in  August  1969  during  a  period  of  relative 
calm,  it  took  exchange  markets  by  surprise.^  Some  speculative  atten- 
tion was  directed  to  the  Belgian  franc  and  the  pound  sterling  follow- 
ing the  French  move,  but  in  general  little  speculative  activity  was 
generated,  and  "sympathetic  moves"  were  limited  to  the  franc  area. 

The  question  of  an  appreciation  of  the  mark  remained  open  and  as 
the  German  national  elections  approached,  speculative  activity  grew. 
On  September  24,  just  prior  to  the  election,  the  German  authorities 
suspended  official  operations  in  the  exchange  market  and  following 
the  election  announced  that  temporarily  the  official  margins  would 
not  be  maintained.  The  Deutsche  mark  appreciated  in  the  market 
rather  steadily  as  the  Bundesbank  intervened  to  counter  any  tendency 
for  the  rate  to  fall  back  from  the  higher  levels  reached  in  the  market. 
On  October  26,  a  new  par  value  was  established  representing  a  revalua- 
tion of  approximately  9,3  percent.^  Beginning  with  the  period  of 
"transitional  float"  the  DM  was  allowed  to  depart  from  its  old  ceiling, 
and  continuing  through  the  end  of  1969  there  was  a  very  large  outflow 
of  funds  that  had  been  built  up  in  anticipation  of  revaluation.  German 
reserves  fell  by  $5  billion  in  the  fourth  quarter  of  1969. 


1  See  exhibit  52. 
-  See  exhibit  53. 
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The  revaluation  of  the  mark  also  gave  rise  to  some  speculation  as 
to  moves  by  other  currencies,  most  notably  the  Dutch  guilder,  which 
in  1962  had  revalued  along  with  the  mark,  and  the  Swiss  franc.  The 
Belgian  franc,  which  only  a  short  time  before  had  experienced  ad- 
verse speculation,  was  now  also  considered  a  potential  candidate  for 
revaluation  enabling  the  Belgian  National  Bank  to  more  than  recover 
losses  sustained  earlier.  The  French  franc  and  pound  sterling  also 
benefited  from  the  German  move  which  was  recognized  as  a  major 
step  in  bringing  exchange  parities  into  a  viable  alignment. 

Throughout  the  year  the  Italian  lira  was  the  subject  of  continuing 
rumors  concerning  political  uncertainties  and  labor  difficulties.  Capital 
outflows  continued  and  there  was  a  deterioration  in  the  trade  accoimts 
as  productivity  lagged.  At  the  close  of  the  period,  the  lira  was  still 
under  pressure,  though  without  apparent  justification. 

Near  the  close  of  the  period,  at  the  beginning  of  June  1970,  the 
Canadian  Government  announced  that  it  had  ceased  to  maintain  its 
exchange  rate  within  the  1  percent  margin  prescribed  by  the  Inter- 
national Monetary  Fund  but  would  intervene  to  maintain  orderly 
conditions  in  the  exchange  market  and  to  operate  for  the  time  being 
to  moderate  any  appreciation  of  the  Canadian  dollar.  The  intent  was 
also  expressed  of  resuming  the  IMF  obligations  of  maintaining  a  rate 
within  1  percent  of  an  established  parity  as  soon  as  circumstances 
permitted. 

After  rather  erratic  movements  on  the  first  day  following  the  Ca- 
nadian announcement,  the  rate  for  the  Canadian  dollar  moved  within 
a  range  of  951/2  cents  to  slightly  over  97  cents  to  the  U.S.  dollar.  This 
compares  to  the  previous  parity  rate  of  921^  cents. 

The  freeing  of  the  Canadian  rate  did  serve  to  stem  the  large  inflow 
of  funds  and  appeared  to  have  no  lasting  direct  effect  on  exchange 
markets  or  relationships  elsewhere.  Indirectly,  however,  this  step  may 
have  contributed  to  some  nervousness  and  uncertainty  in  exchange 
markets. 

In  general,  speculative  pressures  were  at  a  minimal  level  following 
the  mark  revaluation.  By  the  end  of  the  period,  however,  some  un- 
easiness had  returned  to  the  market.  The  large  U.S.  deficit  gave  cause 
for  concern  although  up  to  that  point  it  had  largely  served  to  enable 
credit  repayments  by  the  United  Kingdom  and  France,  a  partial  res- 
toration of  reserves  by  Germany,  and  an  inflow  to  Canada  which  had 
been  reinvested  in  special  Treasury  medium  term  securities.  Also,  the 
marked  improvement  in  sterling  had  faded  somewhat  as  the  British 
trade  account  returned  to  a  deficit  position  in  the  final  quarter.  The 
political  uncertainties  continued  in  Italy.  In  Germany  a  stringent 
monetary  policy  was  being  followed  to  curb  inflationary  tendenices 
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with  the  result  that  high  German  interest  rates  attracted  funds  from 
abroad. 

Exchange  operations  by  the  United  States  through  the  Treasury 
and  the  Federal  Reserve  system  took  the  form  primarily  of  the  reversal 
of  credits  previously  extended.^  The  United  Kingdom  made  large 
exchange  market  gains,  which  it  mainly  devoted  to  repayment  of  swap 
and  similar  type  credits  to  the  United  States  and  others.  U.S.  holdings 
of  sterling,  which  were  largely  generated  through  such  operations, 
declined  by  about  $2.2  billion.  France  also  experienced  a  great  im- 
provement in  its  accounts  during  this  period  which,  together  with 
drawings  on  the  International  Monetary  Fund,  enabled  it  both  to  add 
to  reserves  and  repay  short  term  credits,  which  in  the  case  of  the 
United  States  amounted  to  $200  million.  The  French  announced  that 
by  June  30,  1970,  all  foreign  inde^Dtedness  but  that  to  the  IMF  had 
been  repaid. 

Pressures  in  1969,  prior  to  the  mark  revaluation,  had  led  both  the 
Dutch  and  Belgian  Central  Banks  to  avail  themselves  of  drawings  on 
the  Federal  Reserve  swap  line.  As  a  result  of  reverse  flows  beginning 
in  October,  both  banks  were  able  to  repay  their  swaps  and  by  yearend 
the  Federal  Reserve  was  providing  cover  for  dollar  inflows  to  the 
Dutch  and  Belgians  and  the  Swiss  as  well.  A  good  deal,  if  not  all,  of 
the  dollar  gains  by  these  countries  was  attributable  to  speculation  that 
their  currencies  might  be  revalued  as  a  result  of  the  mark  revaluation. 

The  Swiss  swap  was  repaid  early  in  the  year  and  by  the  end  of  May 
the  Dutch  and  Belgian  lines  had  been  repaid.  In  the  case  of  the  latter 
two,  the  United  States  drew  $150  million  in  Belgian  francs  and 
guilders  from  the  IMF  and  sold  $20  million  in  SDR  to  complete  the 
repayments.  2 

An  influx  of  funds  to  Switzerland  in  May  required  the  Federal 
Reserve  to  utilize  again  its  swap  facility  with  the  Swiss  National  Bank 
and  a  small  drawing  had  also  been  made  again  on  the  Belgian  swap 
line  by  June  30, 1970. 

Italy  availed  itself  of  the  Federal  Reserve  swap  facility  on  several 
occasions — once  in  September  with  repayment  in  November  and  again 
in  January  and  February  of  1970.  The  swap  facility  of  the  Federal 
Reserve  with  Italy  was  increased  by  $250  million  and  the  Exchange 
Stabilization  Fund  of  the  Treasury  extended  a  line  of  $250  million. 
These  additional  facilities  were  not,  however,  used  during  the  fiscal 
year  and  much  of  the  earlier  Italian  drawings  had  been  repaid  by 
June  30. 


^  Detailed  reports  on  Treasury  and  Federal  Reserve  foreip^n  exchange  operations  are 
contained  in  the  March  and  September  issues  of  the  Federal  Reserve  Bulletin  and  the 
Monthly  Review  of  the  Federal  Reserve  Bank  of  New  York. 

-  See  exhibit  55. 
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U.S.  reserve  assets  increased  during  the  fiscal  year  by  about  $200 
million.  Of  this  increase  $736  million  was  in  gold,  $957  million  in  SDR 
(of  which  $867  million  represented  the  allocation  on  January  1)  and 
$800  million  in  the  IMF  reserve  position.  These  increases  were  largely 
offset  by  a  decline  in  foreign  exchange  holdings  of  $2.2  billion  which, 
as  previously  noted,  was  primarily  due  to  repayments  of  swap  credits 
by  the  United  Kingdom  and  France. 

The  increase  in  U.S.  gold  holdings  was  due  to  a  sale  by  Germany  of 
$500  million  in  December  occasioned  by  the  large  outflow  of  funds 
from  Germany  which  had  seriously  eroded  its  foreign  exchange  hold- 
ings and  by  a  sale  o'f  $200  million  to  the  United  States  by  the  Bank 
for  International  Settlements.  Other  gold  transactions  were  small  and 
purchases  and  sales  were  about  in  equilibrium. 

In  the  first  6  months  of  operation  of  the  SDR  facility,  the  United 
States  received  $110  million  of  SDR  against  the  sale  of  $20  million. 
The  U.S.  position  in  the  IMF,  which  had  been  fully  restored  at  the  end 
of  1968,  increased  primarily  as  a  result  of  dollar  drawings  by  France 
and  Germany. 

The  gold  markets,  since  institution  of  the  two-tier  system  in  1968, 
have  been  relatively  immune  to  pressures  that  have  been  apparent  in 
the  currency  exchanges.  This  trend  was  even  more  marked  during  this 
fiscal  year.  The  price  in  London  and  Zurich  was  still  relatively  high, 
around  $42  per  ounce,  as  the  period  opened  but  declined  steadily 
through  September  to  just  under  $40.  Following  the  final  approval  for 
allocation  of  SDR  in  1970  at  the  annual  meeting  of  the  IMF,  the  price 
began  to  drop  rather  precipitously  and  by  the  end  of  December  was  at 
the  $35  level.  In  December  arrangements  were  made  through  the  IMF 
for  the  handling  of  South  African  gold.  In  brief,  these  provided  for 
orderly  sales  in  the  market  of  new  production  by  South  Africa  when 
the  market  price  was  above  $35  and  sales  to  the  IMF  when  below  (see 
exhibits  46-48  for  additional  details).  During  the  January-March 
period,  the  market  price  of  gold  was,  for  the  most  part,  slightly  below 
$35  and  in  the  closing  quarter  of  the  fiscal  year  fluctuated  between  $35 
and  $36  per  ounce. 

Treasury  exchange  and  stabilization  agreements 

During  fiscal  1970,  exchange  agreements  were  in  effect  with  Mexico 
and  Venezuela.  In  December  1969,  the  Department  of  the  Treasury 
and  the  Bank  of  Mexico  extended  their  $100  million  exchange  agree- 
ment to  cover  the  2-year  period  ending  December  31,  1971.^  In  March 
1970,  the  Department  of  the  Treasury  and  the  Central  Bank  of 
Venezuela  extended  their  $75  million  exchange  agreement  to  cover  the 
2-year  period  ending  March  18, 1972. 

» See  exhibit  54. 
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International  Monetary  Fund  ^ 

The  pace  of  IMF  activity  increased  during  fiscal  1970.  The  par 
values  of  two  major  currencies  were  adjusted,  and  one  major  country 
had  permitted  its  currency  to  float  as  of  the  end  of  the  period.  Currency 
purchases  by  member  countries  returned  to  a  high  level  and,  of  great 
significance  for  the  Fund  and  for  the  international  monetary  system 
as  a  whole,  the  Special  Drawing  Eights  (SDR)  facility  began  opera- 
tion with  an  initial  allocation  on  January  1, 1970.  The  IMF  and  South 
Africa  reached  agreement  on  the  treatment  of  South  African  gold.- 

Currency  purchases  (drawings)  by  members  totaled  $3.1  billion 
during  the  year.  The  bulk  of  the  drawings  were  made  by  three  coun- 
tries and  were  intended  primarily  to  protect  official  reserve  positions 
affected  by  massive  speculative  flows  prior  to  and  following  the  revalu- 
ation of  the  Deutsche  mark.  The  U.S.  dollar  was  the  main  currency 
drawn  although  significant  amounts  of  other  currencies  were  also  used, 
chiefly  the  Japanese  yen,  the  Canadian  dollar,  the  Deutsche  mark,  and 
the  Italian  lira.  Repurchases  during  the  year  totaled  $1.5  billion. 
As  of  June  30, 1970,  cumulative  drawings  since  the  beginning  of  opera- 
tions amounted  to  $21.2  billion  of  which  $7.7  billion  was  in  U.S.  dollars. 
Cumulative  repurchases  as  of  June  30,  amounted  to  $11.0  billion,  of 
which  $4.1  billion  was  in  U.S.  dollars. 

The  substantial  net  drawings  of  U.S.  dollars  by  other  members 
resulted  in  a  large  buildup  of  the  U.S.  reserve  position  in  the  IMF 
during  the  year.  The  U.S.  reserve  position  rose  from  $1,549  million  to 
$2,350  million  at  the  end  of  June  1970  and  consisted  of  the  U.S.  gold 
tranche  of  $1,290  million  and  a  super-gold  tranche  of  $1,060  million. 

The  initial  allocation  of  SDR  took  place  on  January  1,  1970,  pur- 
suant to  a  decision  to  allocate  $9.5  billion  during  the  1970-72  period. 
The  first  allocation  under  this  plan  amounted  to  $3.4  billion  of  which 
the  U.S.  received  $867  million,  or  25.4  percent.  Use  of  the  facility  dur- 
ing the  first  6  months  of  1970  was  fairly  extensive,  and  participants 
gained  considerable  experience  with  the  technical  details  of  its  opera- 
tion. As  of  June  30,  less  developed  areas,  had  used  about  33  percent  of 
their  initial  allocations.  The  United  States,  Industrial  Europe,  Can- 
ada, and  Japan  received  substantial  additions  to  their  SDR  holdings, 
while  the  United  Kingdom  made  considerable  net  use  of  its  alloca- 
tion. By  June  30,  the  United  States  had  purchased  an  additional  $110 
million  of  SDR  while  selling  $20  million  thus  increasing  its  holdings 
by  $90  million  during  the  period.  As  a  result  of  all  transactions  in 


*  Puller  discussions  of  the  activities  of  the  International  Monetary  Fund  and  the  other 
international  financial  organizations  are  included  in  the  National  Advisory  Council's 
Annual  Report  for  fiscal  year  1970. 

^  See  section  on  foreign  exchange  developments  and  operations. 
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SDE,  the  IMF's  holdings  amounted  to  $244.4  million  of  SDR  at  the 
end  of  the  period. 

International  development  banks 

Lending  activity  by  the  three  international  development  banks  in 
which  the  United  States  has  membership — the  World  Bank,  the  Inter- 
American  Development  Bank,  and  the  Asian  Development  Bank — 
expanded  substantially  during  the  fiscal  year.  Proposals  were 
developed  to  increase  the  lending  resources  of  each  of  the  institutions 
in  support  of  anticipated  continuing  high  levels  of  activity  made  pos- 
sible by  expanding  opportunities  for  productive  use  of  capital  and 
improved  economic  performance  in  the  developing  countries.  These 
proposals  cover  special  increases  in  subscriptions  to  the  World  Bank 
parallelling  special  quota  increases  in  the  IMF,  increases  in  the  ordi- 
nary capital  and  the  fund  for  special  operations  of  the  Inter- Ameri- 
can Development  Bank,  and  authority  for  the  United  States  to  join 
other  nations  in  making  a  contribution  to  Asian  Development  Bank 
Special  Funds.  Secretary  Kennedy  during  the  second  half  of  the  fiscal 
year  testified  before  Congress  in  support  of  required  authorizing  legis- 
lation and  the  National  Advisory  Council  on  International  Monetary 
and  Financial  Policies  prepared  a  special  report  on  each  proposal 
(House  Documents  91-261,  91-281,  and  91-344).  Annual  meetings  of 
each  of  the  institutions  were  also  held  during  the  year,  the  World 
Bank  in  Washington  and  the  others  abroad.  The  U.S.  delegation  in 
each  instance  was  headed  by  Secretary  Kennedy  in  his  capacity  as 
U.S.  Governor  and  included  congressional  advisors. 

The  international  bank  group 

The  International  Bank  for  Reconstruction  and  Development 
(IBRD)  and  its  affiliates,  the  International  Development  Association 
(IDA)  and  the  International  Finance  Corporation  (IFC),  committed 
a  total  of  $2.3  billion  during  the  fiscal  year — about  22  percent  greater 
than  in  fiscal  1969 — for  financing  economic  development  projects  in 
the  member  countries.  The  World  Bank  made  new  loans  of  $1,580 
million  ($181  million  more  than  in  the  previous  fiscal  year)  mainly  to 
less-developed  countries  for  electric  power,  roads,  railways,  education, 
agriculture,  and  industry.  The  World  Bank  also  increased  its  loan  to 
the  IFC  by  $100  million.  IDA  credits  also  showed  a  sharp  increase  to 
$606  million  during  the  year  compared  with  $385  million  in  1969. 
IFC  investments,  which  are  made  exclusively  in  the  private  sector 
without  government  guarantee,  were  made  on  a  loan  and  equity  basis 
to  support  increased  production  in  areas  such  as  copper,  alumina, 
cement,  petrochemicals,  textiles,  and  printing.  Commitments  were  also 
made  in  development  banking  and  tourism.  The  total,  including  under- 
writing commitments,  was  $112  million. 
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The  loan  operations  of  the  World  Bank  are  financed  by  paid-in 
capital  subscriptions,  sales  of  participations,  principal  repayments  on 
loans,  and  earnings  on  loans  and  investments.  During  the  year  the 
Bank's  outstanding  funded  debt  increased  by  $487.1  million  to  the 
equivalent  of  $4,568.3  million.  The  debt  includes  89  separate  issues, 
denominated  chiefly  in  U.S.  dollars  ($2,876.7  million),  Deutsche  mark 
($1,086.8  million  equivalent) ,  Japanese  yen  ($200  million  equivalent) , 
and  Swiss  francs  ($180.8  million  equivalent) . 

The  World  Bank's  borrowing  during  the  year  totaled  $735  million 
equivalent  compared  with  the  previous  year's  record  level  of  $1,224 
million  equivalent.  The  Bank  did  not  issue  any  securities  in  the  United 
States  during  fiscal  1970.  New  money  borrowings  in  Germany  during 
the  year  amounted  to  DM150  million  as  compared  with  DM1,600 
million  in  fiscal  1969. 

The  $735  million  borrowed  by  the  World  Bank  in  fiscal  1970  in- 
cluded $362  million  equivalent  sold  to  raise  new  funds  and  $373  mil- 
lion equivalent  of  refunding  obligations.  The  principal  supplier  of 
new  borrowed  funds  was  the  Japanese  market  which  lent  $200  million 
equivalent  to  the  World  Bank. 

The  market  for  the  Bank's  obligations  continued  to  broaden  inter- 
nationally during  fiscal  1970  as  is  indicated  by  the  estimated  division 
of  holdings  by  investors  as  of  June  30,  1970 :  About  37  percent  in  the 
United  States;  29  percent  in  Germany;  6  percent  in  Switzerland;  5 
percent  in  Japan ;  and  4  percent  in  Canada.  The  remaining  20  percent 
is  held  largely  by  central  banks  and  other  governmental  accounts  in 
some  75  coimtries. 

During  the  fiscal  year,  the  Executive  Directors  proposed  to  the 
Governors  two  resolutions  affecting  the  capital  of  the  World  Bank. 
One  resolution  provides  for  selective  increases  in  the  subscriptions  to 
the  Bank's  capital  and  the  other  raises  the  Bank's  authorized  capital 
by  $3  billion  to  $27  billion.  The  new  authorized  capital  limit  will 
accommodate  not  only  the  selective  increases  in  subscriptions  but  also 
subsequent  subscriptions  by  new  members  and  possible  future  upward 
adjustments  in  the  subscriptions  of  existing  members.  The  proposed 
selective  increases  would  raise  the  subscribed  capital  of  the  Bank  by 
$2,222  million  to  a  total  of  $25,429  million.  The  U.S.  share  of  the 
increase  is  $246.1  million,  which  will  raise  the  total  U.S.  subscription 
to  $6,596.1  million.^ 

IDA  credits  are  funded  by  member  subscriptions  and  contributions, 
grants  from  the  net  earnings  of  the  World  Bank,  repayment  of  credits, 
and  earnings.  IDA's  usable  resources,  cumulative  to  June  30,  1970, 
amounted  to  $3,230  million  of  which  part  I  (developed)  countries 
contributed  $2,701  million ;  IBRD  grants  $385  million ;  and  earnings 
and  repayments  on  outstanding  credits  together  with  contributions  of 


1  See  exhibit  40. 
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part  II  countries,  the  balance.  As  of  June  30,  1970,  $2,773  million  had 
been  committed  (net  of  cancellations)  leaving  a  balance  of  approxi- 
mately $457  million  available  for  lending.  Under  present  plans  this 
amount  plus  any  additional  amounts  which  become  available  during 
fiscal  1971  (a  grant  of  $100  million  from  fiscal  1970  IBRD  net  income 
has  been  proposed)  are  expected  to  be  fully  committed  by  June  30, 
1971.  With  this  in  view  the  Executive  Directors  have  recently  sent 
forward  a  proposed  third  replenishment  of  IDA's  resources  to  cover 
a  3-year  period  beginning  with  fiscal  1972.  The  proposed  replenish- 
ment calls  for  total  additional  contributions,  subject  to  necessary  legis- 
lative action,  of  $2,448.17  million  of  which  the  U.S.  share  for  the  full 
3-year  period  is  $960  million.  Legislation  to  authorize  the  U.S.  con- 
tribution will  be  submitted  to  the  Congress  next  year. 

Inter-American  Development  Bank 

At  the  11th  annual  meeting  of  the  Board  of  Governors  of  the 
IDB,  held  at  Punta  del  Este,  Uruguay,  April  20-24,  1970,  the  Gov- 
ernors unanimously  agreed  to  recommend  to  their  governments  that 
appropriate  steps  be  taken  not  later  than  June  30,  1971,  to  adopt 
two  resolutions  providing  for  (1)  an  increase  in  the  Bank's  author- 
ized capital  stock  by  $2  billion,  including  $400  million  in  paid-in 
capital  and  $1.6  billion  in  callable  capital,  and  (2)  an  increase  in 
the  resources  of  the  Fund  for  Special  Operations  of  $1.5  billion.^ 

With  the  resources  made  available,  the  Bank  plans  to  increase  its 
total  lending  by  50  percent  or  more  over  the  next  several  years,  i.e., 
from  a  recent  annual  level  of  roughly  $600  million  to  $900  million 
or  higher.  The  proposed  expansion  is  characterized  by  only  very  mod- 
erate increases  above  the  substantial  levels  of  financial  support  the 
United  States  has  been  giving  the  Bank  but  significant  increases  in 
the  share  and  levels  of  Latin  America's  own  contributions. 

The  Board  of  Governors  at  the  Punta  del  Este  meetings  also  adopted 
a  resolution,  at  U.S.  initiative,  calling  for  the  study  of  measures  to 
assure  an  increased  flow  of  resources  to  the  IDB  from  nonmember 
countries.  A  committee  of  the  Board  of  Governors  was  appointed  to 
examine,  among  other  things,  possible  alterations  in  the  provisions  of 
the  Bank's  charter  that  now  limit  membership  in  the  IDB  to  countries 
that  are  members  of  the  Organization  of  American  States.  This  com- 
mittee is  to  report  by  the  end  of  the  year. 

In  fiscal  1970,  the  IDB  borrowed  $60  million  net,  with  new  resources 
obtained  in  Europe,  Latin  America,  Jaj^an,  and  Israel.  This  com- 


*  The  U.S.  delegation  to  the  meeting  was  headed  by  David  M.  Kennedy,  Secretary  of  the 
Treasury  and  U.S.  Governor  of  the  Bank.  Assistant  Secretary  of  the  Treasury  John  R.  Petty 
served  as  Temporary  Alternate  Governor.  The  delegation  also  included  congressional 
advisors  and  other  ranking  officials  of  the  Department  of  the  Treasury  and  the  Department 
of  State.  (See  exhibit  41.) 


REVIEW  OF  TREASURY  OPERATIONS  53 

pared  with  $207  million  in  the  preceding  fiscal  year.  The  new  bor- 
rowings included  :  a  $25  million  bond  sale  in  Germany ;  a  $11.4  million 
loan  from  the  Swiss  National  Bank ;  an  $8  million  sale  of  guaranteed 
participations  to  the  Bank  of  Tokyo;  and  a  $34.25  million  sale  of 
2-year  bonds  to  Latin  America  and  Israel,  of  which  $25.35  million 
represented  a  rollover  of  previous  borrowings.  As  a  result  of  the 
above  transactions,  the  IDB's  funded  debt  on  June  30, 1970,  amoimted 
to  the  equivalent  of  $774.6  million  (after  sinking  fund  purchases). 

The  subscribed  capital  of  the  IDB  totaled  $2,282.3  million  equivalent 
as  of  June  30,  1970,  of  which  $1,893.8  million  was  callable  capital. 
An  increase  of  $480.8  million  is  anticipated  early  in  fiscal  year  1971 
when  action  will  be  completed  under  an  increase  of  $1  billion  in 
callable  capital  approved  in  1968.  The  U.S.  portion  of  this  increase, 
$205.9  million,  was  appropriated  by  the  Congress  under  Public  Law 
91-305,  July  6, 197.0. 

The  subscribed  resources  of  the  Bank's  Fund  for  Special  Opera- 
tions totaled  $2,328.0  million  equivalent  as  of  Jime  30,  1970.  During 
the  year  member  countries  made  their  final  payments  under  a  $1.2 
billion  increase  in  the  Fund's  resources  which  had  become  effective  in 
December  1967.  U.S.  participation  in  this  increase  was  authorized  by 
the  Congress  under  Public  Law  90-88,  approved  September  22,  1967. 
The  final  payment  by  the  United  States  under  this  authorization, 
amounting  to  $300  million,  was  made  to  the  IDB  in  December  1969. 

As  of  June  30,  1970,  the  Bank  had  approved  net  loans  totaling 
approximately  $3.7  billion  from  its  own  resources  and  those  of  the 
Social  Progress  Trust  Fund  and  other  administered  funds.  The  esti- 
mated cost  of  the  projects  financed  has  greatly  exceeded  the  amount 
of  funds  committed.  Loan  disbursements  of  $1.9  billion  were  approxi- 
mately 51  percent  of  net  commitments  through  the  end  of  fiscal  1970. 

In  terms  of  the  distribution  of  loans  by  purpose,  slightly  over  $1 
billion,  or  30  percent  of  total  loan  commitments,  was  channeled  into 
agriculture.  Among  other  purposes,  $599  million  was  approved  for 
industry  and  mining,  $540  million  for  transportation,  $503  million 
for  power,  and  $465  million  for  water  and  sewage. 

The  Asian  Development  Bank^ 

During  fiscal  1970,  the  Asian  Development  Bank  approved  20 
loans  amounting  to  $95.7  million  equivalent,  of  which  12  loans  ag- 
gregating $62.0  million  were  from  Ordinary  Capital  resources  and 
8  loans  totaling  $33.7  million  were  from  Special  Funds  resources.  This 
brought  the  Bank's  loans  as  of  June  30,  1970  to  a  total  of  $173.1 
million  equivalent — ^$138.4  million  from  Ordinary  Capital  resources 

1  For  background  on  the  establishment  and  early  operations  of  the  Asian  Development 
Bank,  see  1966,  1967,  1968,  and  1969  Annual  Reports,  pp.  64-65,  pp.  49-50,  pp.  51-52, 
and  pp.  52-54,  respectively. 
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and  $34.6  million  from  Special  Funds  resources.  As  of  June  30,  1970, 
the  Bank  had  undertaken  27  technical  assistance  projects  in  13  coun- 
tries, as  well  as  important  regional  activities. 

With  the  accession  of  Fiji  to  membership  in  April  1970,  the  Bank's 
total  membership  reached  34,  including  21  countries  in  the  region  and 
13  nonregional  developed  countries,  with  subscriptions  totaling  $979 
million.^ 

The  fourth  of  the  five  $20  million  installments  on  the  paid-in  por- 
tion of  the  U.S.  subscription  to  the  Asian  Development  Bank  was  paid 
during  the  fiscal  year.  It  consisted  of  $10  million  in  cash  and  $10 
million  in  the  form  of  a  noninterest-bearing  letter  of  credit.  The  fifth 
and  final  installment  is  due  in  August  1970.  Of  the  $489.5  million  sub- 
scriptions on  paid-in  capital  for  all  members,  installments  totaling 
$389.6  million  had  matured  as  of  June  30, 1970. 

As  of  June  30,  1970,  Australia,  Canada,  Denmark,  Japan,  the 
Netherlands,  and  the  United  Kingdom  had  offered  to  contribute  a 
total  of  $159.5  million  equivalent  to  the  Bank's  Special  Funds,  of 
which  $72.5  million  had  been  made  available  to  the  Bank.  In  addition, 
the  $14.6  million  set  aside  in  1968  by  the  Board  of  Governor's  from 
Ordinary  Capital  resources  for  Special  Funds  purposes  is  available 
for  such  lending. 

On  February  25,  1970,  President  Nixon  submitted  to  the  Congress 
a  proposal  for  a  $100  million  U.S.  contribution  to  the  Bank's  Special 
Funds  over  a  period  of  3  years — $25  million  in  fiscal  1970,  $35  mil- 
lion in  fiscal  1971,  and  $40  million  in  fiscal  1972.  The  proposed  legisla- 
tion is  pending  before  the  Congress.^ 

The  Third  Annual  Meeting  of  the  Bank's  Board  of  Governors  was 
held  in  Seoul,  Republic  of  Korea,  April  9-11,  1970.  Secretary  Ken- 
nedy, U.S.  Governor  of  the  Bank,  headed  the  U.S.  delegation.^ 

Trade  policy 

Fiscal  1970  represented  another  period  of  intense  activity  in  inter- 
national trade  policy.  The  administration  trade  bill  was  considered 
during  extensive  hearings  before  the  House  Ways  and  Means  Com- 
mittee. The  bill  proposes  granting  the  President  authority  to  make 
limited  tariff  reductions;  liberalization  of  the  existing  escape  clause 
and  adjustment  assistance  criteria ;  new  authority  to  protect  U.S.  ex- 
ports against  unfair  competition;  and  elimination  of  the  American 
Selling  Price  system  of  customs  valuation. 


1  France's  application  for  membership  with  a  $25  million  subscription  was  approved  by 
the  Board  of  Governors  in  April  1970,  but  procedures  within  the  French  Government  to 
permit  formal  accession  had  not  been  completed  by  June  30,  1970.  The  accession  of  France 
will  bring  total  membership  to  35  and  total  subscribed  capital  to  $1,004  million. 

3  See  exhibit  40. 

3  See  exhibit  39. 
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In  Secretary  Kennedy's  testimony  in  May  1970,  in  support  of  the 
administration's  trade  bill,  he  introduced  a  proposal  to  amend  the  In- 
ternal Revenue  Code  to  establish  a  new  type  of  corporation,  known  as 
a  Domestic  International  Sales  Corp.  (DISC).^  The  DISC  proposal 
would  reduce  current  inequities  in  the  tax  laws  by  extending  the 
privilege  of  deferring  taxes  on  income  now  enjoyed  by  foreign  sub- 
sidiaries of  U.S.  companies  to  export  income  from  domestically  pro- 
duced goods.  By  providing  exporters  the  same  tax  privileges  afforded 
foreign  subsidiaries,  positive  and  substantial  benefits  for  the  U.S. 
balance  of  payments  are  anticipated. 

In  an  effort  to  continue  the  movement  toward  freer  international 
trade  the  contracting  parties  to  the  General  Agreement  on  Tariffs  and 
Trade  (GATT)  continued  their  examination  of  nontariff  barriers. 
Special  committees  on  industrial  products  and  agriculture  began  dis- 
cussions on  possible  ways  to  reduce  or  eliminate  the  significant  non- 
tariff  barriers  notified  by  GATT  members.  Department  of  the 
Treasury  personnel  played  important  roles  both  in  the  development 
of  U.S.  positions  for  these  meetings  and  in  GATT  discussions  as 
members  of  U.S.  delegations. 

The  Department  of  the  Treasury  continued  to  take  an  active  and 
leading  role  in  international  discussions  on  the  GATT  rules  dealing 
with  border  tax  adjustment,  i.e.,  the  remission  of  indirect  taxes  on  ex- 
ports and  the  levying  of  compensatory  duties  on  imports.  The  special 
GATT  working  party,  established  at  the  request  of  the  United  States, 
completed  its  background  study  and  established  a  consultative 
mechanism. 

A  major  new  departure  in  U.S.  policy  toward  the  less  developed 
countries  was  initiated  by  President  Nixon's  decision  in  favor  of  U.S. 
participation  in  a  scheme  for  generalized  tariff  preferences  for  the 
developing  countries.  The  U.S.  proposal,  subject  to  congressional 
approval,  provides  for  duty-free  treatment  on  imports  from  the  less 
developed  countries  for  all  manufactured  and  semimanufactured 
products,  with  the  exception  of  textiles,  shoes,  petroleum,  and  pe- 
troleum products.  Preferential  treatment  would  also  be  granted  a 
selected  list  of  primary  products.  The  United  States  also  embarked 
on  a  concerted  effort  to  provide  greater  trade  opportunities  to  Latin 
American  countries  by  reducing  or  eliminating  tariff  and  nontariff 
barriers  on  products  of  special  interest  to  them.  The  Department  of 
the  Treasury  actively  participated  in  the  international  discussions 
in  the  OECD  and  UNCTAD  which  sought  agreement  on  the  various 
preference  proposals  introduced  by  the  industrialized  countries.  De- 
partment of  the  Treasury  representatives  also  participated  in  the  spe- 


1  See  exhibit  23. 
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cial  U.S. -Latin  American  discussions  on  barriers  to  trade  between  the 
United  States  and  Latin  America. 

To  assist  U.S.  exporters  and  producers,  continued  efforts  were 
made  during  fiscal  1970  to  obtain  the  removal  of  Japanese  quantitative 
import  restrictions  and  arrive  at  an  agreement  on  trade  in  man-made 
and  woolen  textiles.  The  Department  of  the  Treasury  participated  in 
the  formulation  of  policy  on  these  subjects  and  was  represented  on 
several  delegations  involved  in  direct  negotiations  with  the  Japanese 
Government  on  these  issues.  As  a  member  of  a  special  task  force  on 
nonrubber  footwear,  the  Department  of  the  Treasury  assisted  in  the 
development  of  the  administration's  proposals  to  help  this  industry 
meet  competition  from  imports. 

Organization  for  E^conomic  Cooperation  and  Development 

The  ninth  Ministerial  Council  meeting  of  the  Organization  for 
Economic  Cooperation  and  Development  (OECD),  in  Paris  May  20- 
22,  1970,  focused  attention  on  the  fight  against  inflation  and  agreed 
that  priority  must  be  given  to  elimination  of  heightened  inflationary 
pressures.  An  increase  of  65  percent  in  real  national  product  as  a 
collective  growth  objective  for  the  decade  1970-80  was  set,  compatible 
with  the  achievement  of  other  objectives  of  policy  such  as  better  long- 
term  price  performance.  The  Secretary-General  will  also  move  ahead 
on  the  coordination  of  OECD  activities  dealing  with  the  environment. 
The  members  reaffirmed  their  resolve  that  their  countries  would  play 
their  full  part  in  the  economic  development  effort  during  the  second 
development  decade.  Assistant  Secretary  of  the  Treasury  for  Inter- 
national Affairs  Petty  served  on  the  U.S.  delegation. 

Under  Secretary  Volcker  continued  as  a  member  of  the  U.S.  dele- 
gation to  the  Economic  Policy  Committee  of  the  OECD  and  as  Chair- 
man of  the  U.S.  delegation  to  its  Working  Party  on  Policies  for  the 
Promotion  of  Better  International  Payments  Equilibrium  (WP-3). 
WP-3  devoted  much  of  its  attention  over  the  year  to  examination  of 
monetary  developments  in  the  major  financial  centers  and  the  Euro- 
dollar market  and  to  discussion  of  individual  country  situations,  nota- 
bly in  light  of  the  exchange  rate  adjustments  by  France  and  Germany. 
Continuation  of  efforts  to  ensure  the  compatibility  of  members'  bal- 
ance-of-payments  aims  was  urged  by  the  OECD  Ministers  at  their 
May  meeting. 

A  staff  official  of  the  U.S.  Department  of  the  Treasury  was  elected 
Chairman  of  the  Fiscal  Committee  and  an  ad  hoc  group  met  during 
the  year  to  develop  an  expanded  program  of  work  for  the  OECD  in 
the  fiscal  field.  A  Group  of  Governmental  Experts  on  Financial  Mar- 
kets (GGEFM)  was  also  formed,  with  U.S.  support,  to  carry  forward 
OECD  efforts  to  improve  capital  markets.  The  GGEFM  in  turn 
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created  a  working  group,  chaired  by  a  staff  official  of  the  Depart- 
ment of  the  Treasiuy,  to  investigate  the  possibility  of  developing 
standard  rules  for  mutual  fund  operations.  The  Department  of  the 
Treasury  also  continued  to  participate  actively  in  the  work  of  other 
bodies  of  the  OECD,  including  the  Development  Assistance  Commit- 
tee, Trade  Committee,  and  Committee  for  Invisible  Transactions  and 
the  Group  on  Export  Credits  and  Credit  Guarantees.  In  addition,  an 
official  of  the  Department  of  the  Treasury  regularly  represented  the 
United  States  as  an  observer  at  the  meetings  of  the  Managing  Board 
of  the  European  Monetary  Agreement. 

Treasury  foreign  exchange  reporting  system 

During  fiscal  1970,  several  steps  were  taken  to  improve  reporting 
on  the  Treasury  foreign  exchange  forms  by  nonbanking  business 
concerns  and  nonprofit  institutions  in  the  United  States,  which  provide 
an  important  component  of  the  statistics  on  capital  movements  be- 
tween the  United  States  and  foreign  countries.  The  forms  on  which 
these  firms  and  institutions  file  reports  were  revised  and  simplified, 
and  a  canvass  was  undertaken  of  a  large  number  of  firms  not  previ- 
ously reporting.  The  canvass  added  substantially  to  the  reporting 
panel  and  increased  the  level  of  reported  liabilities  of  nonbanking 
firms  to  foreigners  by  about  20  percent  as  of  December  31,  1969,  and 
the  level  of  reported  claims  on  foreigners  by  about  9  percent.  This 
increase  in  reporting  by  nonbanking  firms  is  expected  to  result  in 
a  significant  improvement  in  the  reliability  of  the  capital  movements 
statistics. 

Changes  were  also  made  in  a  preliminary  report  of  liquid  liabilities 
to  foreigners  which  is  filed  by  the  larger  banks  in  the  United  States 
to  provide  an  early  indication  of  monthly  balance-of -payments  devel- 
opments. The  number  of  reporting  banks  was  enlarged,  and  the  report 
was  made  more  responsive  to  fluctuations  in  liabilities. 

A  supplementary  instruction  was  issued  to  all  banks  filing  on  the 
Treasury  foreign  exchange  forms  to  clarify  their  reporting  of  claims 
and  liabilities  arising  from  refinance  acceptances  drawn  by  Japanese 
agency  banks. 

Interest  Equalization  Tax  statistical  reports 

During  the  fiscal  year  the  statistical  reports  filed  by  U.S.  commercial 
banks  pursuant  to  the  Interest  Equalization  Tax  were  reviewed.  In 
view  of  the  development  of  essentially  similar  information  in  the 
statistical  reports  of  the  Federal  Reserve  System,  the  Department  of 
the  Treasury  eliminated  three  Interest  Equalization  Tax  reports  which 
had  been  filed  by  banks  to  provide  information  concerning  their  foreign 
branches  and  their  foreign  banking  subsidiaries. 
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Administrative  Management 

Management  improvement  program 

The  Department  established  a  goal  of  $63.5  million  to  be  achieved 
from  management  improvement  actions  in  fiscal  1970.  Actual  benefits 
at  the  end  of  the  year  totaled  $95  million.  Tliis  sum  represents  $25.4 
million  in  cost  reduction  savings  and  $69.6  million  of  either  increased 
revenue  or  interest  savings  resulting  from  management  improvement 
actions.  The  management  improvement  actions  instituted  in  fiscal  1970 
are  expected  to  result  in  3-year  benefits  of  $254.7  million. 

In  conformance  with  Government-wide  instructions  of  the  Bureau  of 
the  Budget,  the  scope  of  the  Department's  cost  reduction  program 
was  enlarged  significantly.  The  new  elements  included  institution  of 
a  management  effectiveness  program,  participation  in  Government- 
wide  studies  of  common  problems,  and  Presidential  recognition  of 
outstanding  contributions  to  the  management  improvement  effort. 
While  the  scope  of  the  program  was  broadened,  reporting  requirements 
were  reduced  and  simplified  to  permit  greater  concentration  on  the 
development  and  application  of  improvements. 

Under  the  revised  program,  the  Department  is  currently  partici- 
pating in  the  first  Gt)vernment-wide  study  to  improve  reporting  and 
reduce  related  paperwork.  Another  first  was  the  submission  of  four 
nominations  for  recognition  by  the  President.  The  nominees  were 
selected  for  their  outstanding  achievements  in  improving  management 
effectiveness  and  achieving  substantial  cost  reductions  in  major  pro- 
gram areas. 

Special  studies  and  projects 

The  individual  bureau  reports  which  appear  later  contain  details  of 
studies  and  projects  carried  on  by  the  bureaus  to  promote  economy  and 
efficiency.  Among  six  studies  completed  at  the  departmental  level  were 
a  study  of  the  mission,  organization,  and  management  of  the  Bureau 
of  Engraving  and  Printing;  a  study  of  selected  aspects  of  Treasury 
law  enforcement  operations ;  and  a  study  of  the  field  organization  of 
the  Bureau  of  Customs. 

Treasury  participation  in  the  foreign  technical  cooperation  pro- 
grams of  the  Agency  for  International  Development  continues  at  a 
relatively  high  level  with  teams  of  customs  and  tax  advisers  operating 
in  23  developing  nations.  The  Treasury  program  to  provide  tax  policy 
assistance  initially  was  concerned  only  with  Latin  Ajnerican  countries 
but  now  has  responded  to  urgent  requests  for  advisory  services  in  sev- 
eral Near  East  and  South  Asian  countries. 

Emergency  preparedness 

Departmental  staff  visited  Treasury  field  offices  in  major  cities  to 
assist  in  an  understanding  of  national  policies  and  the  implementation 
of  emergency  preparedness  directives.  The  number  of  such  visits  was 
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increased  following  a  recommendation  in  a  study  of  emergency  plan- 
ning in  the  Treasury. 

Current  readiness  was  maintained  at  two  headquarters'  relocation 
sites  esta;blished  to  provide  continuity  of  essential  departmental  func- 
tions in  the  event  of  a  national  emergency.  This  included  training  of 
communications  equipment  operators,  briefing  relocation  cadres,  and 
updating  prepositioned  records. 

Directives  were  published  on  civil  defense,  protection  of  vital  rec- 
ords, care  of  dependents  of  relocatees,  and  the  conduct  by  bureaus  of 
inspections  of  emergency  preparedness. 

Planning  and  program  evaluation 

During  fiscal  1970  the  planning  and  program  evaluation  staff: 
(1)  Developed  a  simulation  model  for  use  in  analysis  of  operations 
and  allocation  of  resources  of  the  Service  Centers  of  the  Internal 
Eevenue  Service; 

('2)  Chaired  the  Audit  Review  Committee  in  a  major  review  of 
the  basic  strategy  of  the  tax  audit  program  of  the  revenue  service, 
leading  to  recommendations  for  improving  the  means  of  determining 
audit  resource  requirements  comprising  approximately  one-third  of 
Treasury's  oj)erating  budget  ; 

(3)  Participated  in  a  study  leading  to  the  redefinition  of  audit 
classes  for  the  Internal  Revenue  Service  audit  program,  to  improve 
evaluation  of  program  plans  as  well  as  tax  administration ; 

(4)  Organized  a  study  team  to  develop  uniform  Federal  law  en- 
forcement statistics  on  a  pilot  basis  for  Treasury  law  enforcement 
programs ; 

(5)  Provided  liaison  and  technical  advice  to  the  Customs  Mail  Ex- 
amination Study,  with  improved  criteria  for  selection  and  examination 
of  mail  packages  for  importation ;  and 

(6)  Continued  preparation  of  the  periodic  coin  sample  to  monitor 
coin  supplies  and  to  aid  in  estimating  coin  requirements. 

Financial  management 

Budgeting. — Controls  of  obligations,  outlays,  and  employment  were 
continued  this  fiscal  year.  Public  Law  91-47,  datied  July  22,  1969, 
repealed  the  personnel  limitation  provision  which  had  restricted  the 
filling  of  vacancies.  It  also  established  an  expenditure  limitation  for 
fiscal  1970.  Reduced  pei-sonnel  levels,  however,  were  required  by  the 
President  and  monitored  by  the  Bureau  of  the  Budget.  The  levels  set 
permitted  the  use  of  available  funds.  Controls  were  continued  over  the 
size  of  motor  vehicle  fleets,  overseas  employment,  and  expenditures 
relating  to  international  transactions.  Supplemental  requirements  for 
pay  increases  under  the  third  phase  of  Public  Law  90-206,  dated 
December  16,  1967,  were  reduced  by  the  absorption  of  $5.9,  million. 
The  Department  also  absorbed  $9  million  in  unfunded  costs  for  in- 
creased per  diem  rates,  an  increase  of  one-half  of  1  percent  in  the 
Government's  contribution  to  the  civil  service  retirement  fund  and 
other  increases  in  overtime  costs  and  costs  of  printing. 

The  House  of  Representatives  passed  H.R.  16199  which  would 
provide  authority  for  a  working  capital  fund  for  certain  common 
services  performed  by  the  Office  of  the  Secretary.  The  Senate  had  not 
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acted  on  this  measure  at  the  fiscal  yearend.  A  circular  of  permanent 
instructions  was  issued  for  preparation  and  submission  of  the  annual 
budget  estimates  of  the  Department. 

Accounting  systems. — At  the  close  of  fiscal  1970  all  Treasury  ad- 
ministrative accoimting  systems  had  either  been  approved  or  were 
under  C/onsi deration  by  the  General  Accounting  Office  for  approval. 

Management  of  automatic  data  processing. — The  Department  used 
78  computers,  23,450  man-years  and  $205  million  in  its  ADP  opera- 
tions during  fiscal  1970.  These  operations,  which  involved  20  percent 
of  the  Department's  operating  resources,  continued  to  provide  sig- 
nificant benefits.  Among  the  tangible  and  intangible  benefits  were 
annual  operating  savings  of  595  man-years  and  $6.4  million,  net 
additional  internal  revenue  of  $595.1  million,  increased  exchange  of 
data  between  Federal  agencies  and  State  governments,  support  of  la,w 
enforcement  operations,  and  more  timely  service  to  the  general  public. 
Accomplishments  in  the  management  of  automatic  data  processing 
activities  included  use  of  new  approaches  to  the  procurement  of  new 
computers  as  well  as  acquisition  of  two  computers  excess  to  other 
agencies  and  completion  or  continuation  of  studies  for  new  uses  of 
computers  in  six  bureaus. 

Internal  auditing. — An  appraisal  was  made  of  the  Bureau  of  the 
Mint's  internal  auditing  activities,  and  an  audit  of  Office  of  the  Sec- 
retary's payroll  activities  for  fiscal  years  1969  and  1970  was  substan- 
tially completed  at  yearend.  Efforts  to  strengthen  the  Department's 
internal  auditing  were  continued,  primarily  by  assisting  the  bureaus 
in  such  work  as  revising  internal  auditing  policy  statements,  reorganiz- 
ing the  internal  auditing  function,  and  locating  high  quality  candi- 
dates for  auditing  positions. 

Personnel  management 

Principal  attention  centered  on  providing  leadership  and  policy 
guidance  in  personnel  management  areas  which  have  been  given  spe- 
cial Presidential  emphasis.  In  addition,  special  assistance  was  given  in 
activation  of  the  Executive  Protective  Service  and  the  Consolidated 
Federal  Law  Enforcement  Training  Center,  inauguration  of  a  pre- 
retirement planning  program,  and  central  professional  direction  of  the 
occupational  health  program.  A  priority  function  for  certain  bureaus 
was  the  need  for  rapid  recruitment  of  quality  personnel  to  meet  new 
targets  for  law  enforcement  complements. 

Treasury's  equal  employment  opportunity  regulations  were  up- 
dated, new  and  demanding  action  plans  were  developed,  a  system  was 
designed  for  maintaining  minority  statistics  by  computer,  and  con- 
tinued emphasis  was  given  to  employment  of  the  disadvantaged  and 
"upward  mobility"  for  lower-grade  employees.  The  midyear  census 
showed  an  encouraging  increase  in  the  number  of  Negroes  in  mid-level 
positions. 

New  instructions  were  issued  implementing  President  Nixon's  call 
for  increased  involvement  of  young  people  in  the  processes  of  Gov- 
ernment. During  the  summer  months  the  Treasury  employed  more 
than  2,500  young  people,  whose  educational  levels  ranged  from  po- 
tential high  school  dropouts  to  graduate  students  whom  the  Depart- 
ment hoped  to  attract  to  permanent  positions. 
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Implementing  policies  and  regulations  were  issued,  and  added  staff- 
ing and  training  provided,  to  effectuate  the  purposes  of  Executive 
Order  11491,  Labor-Management  Relations,  dated  October  29,  1969. 

The  Secretary  issued  a  policy  statement  emphasizing  the  importance 
of  improved  personnel  management,  the  Under  Secretary  was  as- 
signed a  central  role  in  the  personnel  management  evaluation  program, 
and  a  departmental  implementation  plan  for  program  evaluation  was 
developed  for  issuance  early  in  fiscal  year  1971. 

Implementing  directives  were  issued  to  give  effect  to  such  special 
employment  programs  as  (a)  the  veterans'  readjustment  appointment 
program,  providing  for  the  hiring  of  returning  military  veterans; 
(h)  a  program  calling  for  expanded  use  of  cooperative  work-study 
agreements  with  Negro  colleges  as  a  means  of  offering  opportunities 
to  qualified  minority  group  members  and  of  meeting  departmental 
manpower  needs;  and  (c)  placement  of  employees  subject  to  reduction 
in  force,  primarily  Defense  Department  surplus  employees. 

The  Office  of  the  Secretary  fostered  the  systematic  exchange  of 
supergrade  spaces  within  Treasury  to  get  maximum  benefit  from  the 
scarce  supply,  and  continued  to  make  full  use  of  executive  training 
facilities.  Numerous  changes  in  executive  assignments  were  made  in 
response  to  program  needs  of  the  new  Administration. 

The  Office  of  Personnel  assisted  in  personnel  planning  and  staffing 
for  the  new  Consolidated  Federal  Law  Enforcement  Training  Center, 
and  successfully  negotiated  with  the  Civil  Service  Commission  for 
the  authorization  of  simplified  appointment  procedures  (schedule  B) 
to  facilitate  the  tripling  of  the  Executive  Protective  Force,  formerly 
the  Wliite  House  Police. 

The  preponderance  of  training  continued  to  be  in-service  for  re- 
quired professional  and  technical  development.  Attendance  at  the 
5-week  Treasurv  Law  Enforcement  School  program  rose  from  389 
in  fiscal  year  1969  to  845  in  fiscal  year  1970.  Executive  and  manage- 
ment development  efforts  of  the  bureaus  were  supplemented  by  the 
attendanoe  of  21  Treasury  executives  at  the  Federal  Executive  In- 
stitute 8-week  course  in  Charlottesville  and  of  107  middle  management 
personnel  at  the  Civil  Service  Commission  Executive  Seminar  Center 
2-week  courses.  A  total  of  3,457,891  man-hours  of  training  was  pro- 
vided to  Treasuiy  employees  during  fiscal  1970. 

The  suggestion  program  was  modified  to  restrict  recognition  of 
suggestions  to  those  contributing  to  economy,  efficiency,  and  effective- 
ness of  operations.  Estimated  first-year  benefits  from  employee  sugges- 
tions totaled  $902,524  and  similar  benefits  recognized  by  special 
achievement  awards  brought  the  total  to  $1,668,579. 

The  occupational  health  program  was  strengthened  by  the  appoint- 
ment in  April  of  Treasury's  first  medical  director. 

A  model  preretirement  planning  program  was  presented  for  the 
benefit  of  eligible  Washington-area  employees  and  as  a  pattern  for 
field  programs. 

Administrative  services 

Exhihit  Hall. — The  Treasury  Exhibit  Hall  was  in  the  final  phase 
of  extensive  redevelopment  at  the  fiscal  yearend.  The  reorganized 
exhibition  was  designed  to  show  the  origin  of  Treasury's  missions  and 
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correlate  the  growth  of  Treasury's  responsibilities  with  the  history 
of  the  nation. 

Property  and  space. — By  maintaining  liaison  w^ith  all  Treasury 
activities  the  Department  insured  that  items  no  longer  needed  by  one 
organization  were  transferred  to  another,  thus  avoiding  new  procure- 
ment. From  the  end  of  the  first  quarter  1969  to  the  end  of  the  first 
quarter  1970,  over  $2.5  million  worth  of  personal  property  was  reas- 
signed within  the  Department.  Treasury  also  obtained  personal  prop- 
erty valued  at  over  $3.6  million  from  other  Federal  agencies  without 
reimbursement,  and  about  $52,000  was  realized  from  the  sale  of  surplus 
personal  property.  Treasury  transferred  nearly  $850,000  in  personal 
property  to  other  Federal  agencies  for  their  use.  To  assist  certain 
organizations  outside  the  Federal  community,  such  as  State  bodies 
and  nonprofit  groups,  Treasui^  donated  about  $700,000  worth  of  per- 
sonal property  no  longer  needed  by  the  Federal  Government. 

The  Department's  program  to  consolidate  purchases  resulted  in  29 
blanket  purchase  agreements  and  savings  of  approximately  $295,000. 

AVith  overall  space  of  18.5  million  square  feet.  Treasury  increased 
its  space  by  only  1  percent  in  spite  of  major  expansion  of  its  enforce- 
ment activities  and  service  programs. 

Safety. — Treasury's  safety  efforts  produced  a  relatively  low  rate 
of  job-connected  lost-time  injuries  and  property  damage.  The  per- 
sonal injury  record  is  50  percent  below  the  Government- wide  average. 

Coiimiumcatioixs. — Plans  were  completed  at  the  end  of  the  fiscal 
year  for  an  integrated  Customs  communications  system  along  the 
U.S./Mexican  border.  Wlien  within  range  of  a  station,  this  system 
will  provide  the  Customs  law  enforcement  agent  with  communications 
to  anywhere  in  the  world.  When  completed,  the  system  will  be  operated 
continuously  and  will  provide  service  to  all  radio  operations  along 
the  border.  One-hundred  and  fifty  people  would  have  been  required 
to  maintain  24-hour  operation  at  30  border  points.  This  system  will 
provide  the  same  operation  with  15  people  at  a  savings  of  $1.6  million 
in  salaries  alone.  The  system  is  expected  to  be  fully  installed  and 
operating  in  fiscal  1971. 

Security  activities 

During  fiscal  year  1970  physical  security  inspections  were  con- 
ducted within  the  Office  of  the  Secretary,  bureau  headquarters  offices, 
and  84  bureau  field  offices. 

In  the  personnel  security  program,  1,138  sensitive  cases,  206  non- 
sensitive  cases,  and  334  reinvestigation  cases  were  processed. 

Law  Enforcement 

OflSce  of  Law  Enforcement 

On  March  30,  1970,  the  Office  of  Law  Enforcement  was  formally 
established.  Operating  under  the  direction  and  supervision  of  the 
Assistant  Secretary  for  Enforcement  and  Operations,  it  provides  him 
with  advice  and  assistance  in  the  direction  of  Treasury-wide  law  en- 
forcement programs  and  in  the  development  or  approval  of  broad 
policy  decisions  relating  to  them. 
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Included  among  its  functional  assignments  are:  Providing  leader- 
ship for  the  Treasury  Law  Enforcement  Council;  review  of  plans 
and  programs  for  suppression  of  smuggling,  including  narcotics  and 
dangerous  drugs;  providing  leadership,  coordination,  and  participa- 
tion in  the  organized  crime  drive;  and  providing  liaison  with  the 
Justice  Department  and  other  Federal  agencies,  along  with  State  and 
local  enforcement  agencies. 

In  addition,  the  Office  is  responsible  for  the  Treasury  field  coordi- 
nator program,  designed  to  bring  local  Treasury  enforcement  per- 
sonnel in  contact  with  other  Federal,  State,  and  local  enforcement 
personnel.  The  Office  of  Law  Enforcement  also  has  a  broad  range  of 
responsibilities  and  concerns,  including  overall  planning  affecting  law 
enforcement  personnel,  technical  research,  new  developments  in  in- 
vestigative teclmology,  and  developments  affecting  law  enforcement 
generally. 

Office  of  Operations 

The  Office  of  Operations  was  established  on  March  30,  1970.  Under 
the  direction  and  supervision  of  the  Assistant  Secretary  for  Enforce- 
ment and  Operations,  the  Office  reviews  policy  and  program  matters 
concerning  the  operations  of  the  Bureau  of  the  Mint,  the  Bureau  of 
Engraving  and  Printing,  and  the  Bureau  of  Customs  and,  as  appro- 
priate, coordinates  such  matters  with  other  offices  of  the  Department 
of  the  Treasury  and  other  departments  and  agencies. 

Principal  problem  areas  under  consideration  by  this  office  since  it 
has  been  established  and  during  the  fiscal  year  include  reduction  of 
passenger  and  cargo  congestion  at  airports ;  prevention  of  cargo  theft 
and  pilferage;  automation  of  merchandise  entry  processing;  studies 
of  the  organization  of  Bureau  of  Customs  offices  and  field  units ;  desig- 
nation of  new  ports  of  entry ;  new  facilities  for  Customs  border  sta- 
tions; charges  to  private  aircraft  and  boats  for  overtime  services  by 
Customs ;  review  of  preclearance  operations  in  Canada,  Bermuda,  and 
the  Bahamas;  guidelines  for  mitigation  of  Customs  penalties;  reex- 
amination of  overseas  personnel  assignments  (OPRED) ;  Customs' 
contribution  to  the  control  of  black  marketing  and  currency  manipu- 
lation in  Vietnam ;  Customs'  intensified  campaign  against  drug  smug- 
gling ;  and  cooperation  of  the  Internal  Revenue  Service  and  Customs 
in  processing  imported  spirits  at  distilleries. 

Office  of  Tariff  and  Trade  Affairs 

The  Office  of  Tariff  and  Trade  Affairs  was  created  in  March  1970, 
It  operates  under  the  direction  and  supervision  of  the  Assistant  Secre- 
tary for  Enforcement  and  Operations.  It  provides  advice  to  the  Assist- 
ant Secretary  in  the  administration  of  the  Antidumping  Act  and  the 
Countervailing  Duty  law,  and  in  reviewing  decisions  made  by  the 
Bureau  of  Customs  which  can  have  a  significant  policy  impact  in  the 
tariff  and  trade  field.  The  office  also  provides  the  Assistant  Secretary 
with  policy  advice  concerning  the  interrelationships  of  technical  Cus- 
toms decisions  and  their  broad  impact  on  the  Administration's  inter- 
national trade  policy. 

Office  of  the  Comptroller  of  the  Currency 

The  Comptroller  of  the  Currency,  as  the  Administrator  of  the  Na- 
tional Banking  System,  is  charged  with  the  responsibility  of  main- 
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taining  the  public's  confidence  in  the  System  by  sustaining  the  banks' 
solvency  and  liquidity.  An  equally  important  public  objective  is  to 
fashion  the  controls  over  banking  so  that  banks  may  have  the  discre- 
tionary power  to  adapt  their  operations  sensitively  and  efficiently  to 
the  needs  of  a  growing  economy. 

Office  operations 

During  fiscal  1970,  a  continuing  review  of  the  bank  examination 
function  resulted  in  several  actions  to  improve  the  effectiveness  of 
examinations.  An  internal  advisory  committee  was  established,  com- 
posed of  bank  examiners  proficient  in  electronic  data  processing 
(EDP)  and  representatives  of  management.  This  committee  was 
formed  to  function  as  a  focal  point  for  the  office  in  evaluating,  re- 
solving, and  disseminating  technical  problems  and  improvements  in 
the  examining  process  through  the  expanded  use  of  EDP  methods  in 
the  banks. 

An  accelerated  program  of  management  improvement  through 
organizational  review  was  conducted  in  fiscal  1970.  Headquarters  per- 
sonnel visited  several  regional  offices  to  study  and  improve  admin- 
istrative procedures  in  the  field  and  to  aid  in  reorganization  where 
necessary.  Concurrently,  the  administrative  support  staff  in  Wash- 
ington refined  procedures  to  effectively  respond  to  the  needs  of  field 
operations,  among  them:  An  improved  space  management  program, 
a  reorganization  of  supply  and  property  management  functions, 
greater  use  of  automation  in  reports  preparation,  and  major  format 
revisions  to  the  report  of  examination. 

Personnel 

Personnel  administration  continued  to  explore  new  programs  in 
fiscal  1970  to  provide  a  more  progressive  personnel  management  pro- 
gram. A  review  of  administrative  organizations  and  positions  re- 
sulted in  new  organizational  and  functional  charts,  documented  de- 
scriptions of  most  positions,  and  identification  of  workload  needs 
and  surplus  positions.  This  action  provided  the  Office  with  a  more 
meaningful  basis  for  recruitment,  promotions,  and  performance  re- 
quirements. Personnel  studies  were  broadened  during  this  period  to 
examine  positions  in  the  regional  offices  with  the  objective  of  estab- 
lishing duties  and  responsibilities  for  standard  clerical  positions  and 
developing  appropriate  grade  patterns  and  career  ladders.  Addition- 
ally, a  formal  pay  policy  covering  all  positions  was  established  to  pro- 
vide a  systematic  approach  for  determining  proper  grade  levels  and 
equitable  pay  rates  for  all  employees  within  the  Office. 

The  employee  development  program  was  strengthened  during  fiscal 
1970,  A  supervisory  handbook  was  drafted  which  outlines  the  basic 
responsibilities  of  supervisors  in  carrying  out  their  personnel  and  ad- 
ministrative functions.  The  liandbook  emphasizes  supervisory  objec- 
tives, principles,  and  guidelines,  and  supplements  a  basic  training 
course  for  supervisors  now  under  development.  A  school  for  newly 
commissioned  national  bank  examiners  was  inaugurated  in  fiscal  1970 
with  the  objective  of  providing  guidance  and  information  on  effective 
examining  techniques. 
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Fiscal  management 

In  fiscal  1970  a  comprehensive  and  timely  financial  management 
information  system  was  developed  and  implemented.  This  system  has 
provided  decisionmakers  with  necessary  information  on  income  and 
expenses  for  every  functional  entity  within  the  Comptroller's  Office 
and  has  aided  in  deriving  more  meaningful  projections  and  budget 
data.  In  the  continuing  program  of  mechanizing  accounting  opera- 
tions, the  inventory  of  capitalized  nonexpendable  property  was  con- 
verted from  a  manual  to  a  machine  procedure,  thus  improving 
the  speed  and  accuracy  of  accounting  and  property  management 
operations. 

The  internal  audit  function  was  strengthened  by  recruiting  addi- 
tional professional  employees  and  by  broadening  the  area  of  general 
inquiry  into  financial  matters  and  organizational  entities  and  opera- 
tions. A  significant  achievement  during  fiscal  1970  was  the  develop- 
ment of  a  comprehensive  audit  program  to  be  implemented  in  fiscal 
1971. 

Information  services  program 

The  purpose  of  this  continuing  program  is  to  make  the  policies  and 
procedures  of  the  Office  of  the  Comptroller  of  the  Currency  better 
known  and  to  facilitate  communications  among  the  Office,  the  banking 
industry,  and  the  general  public. 

Basic  publications  available  to  employees,  banks,  and  other  inter- 
ested parties  are:  "Comptroller's  Manual  for  National  Banks," 
"Comptroller's  Manual  for  Representatives  in  Trusts,"  and  the 
monthly  "Summary  of  Actions."  The  "Directory"  also  is  published 
and  contains  the  address  and  telephone  number  of  every  decision- 
making official  in  the  Office  together  with  his  picture  and  a  biographi- 
cal sketch.  The  "Annual  Report  of  the  Comptroller  of  the  Currency" 
is  available  to  interested  parties  and  contains  a  general  statement  of 
policy,  descriptions  of  the  state  of  the  National  Banking  System,  of 
Office  operations,  and  reprints  of  selected  Office  documents  relating  to 
crucial  public  issues  in  banking. 

Status  of  national  banks 

At  the  end  of  fiscal  1970,  the  number  of  national  banks  in  operation 
was  4,638,  compared  to  4,701  a  year  previously.  Virtually  all  of  the 
decrease  was  accounted  for  by  absorptions  through  mergers.  Total 
offices  of  national  banks  reached  16,553  at  June  30,  1970.  This  figure 
included  11,915  branches,  a  total  6.6  percent  larger  than  that  of  1  year 
before. 

Total  assets  of  the  4,638  national  banks  reached  $312.6  billion  at 
the  end  of  fiscal  1970,  a  figure  higher  by  $7.7  billion  than  the  $305.9 
billion  amount  a  year  earlier.  The  2.5  percent  increase  was  sharply 
lower  than  the  15.3  percent  rate  during  fiscal  1969.  The  monetary 
tightness  was  reflected  in  figures  for  total  demand  deposits  and  total 
time  deposits  which  grew  only  slightly  during  fiscal  1970.  The  net 
income  of  national  banks  during  calendar  1969  was  $2.53  billion,  com- 
pared to  $1.93  billion  during  calendar  1968.  The  respective  income 
figures  are  not  fully  comparable  because  of  changes  in  reporting 
format. 
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Number  of  national  banks  and  banking  offices,  by  States,  June  30,  1970 


National  banks 


Total 


Unit 


With         Number     Number  of 
branches    of  branches      offices 


United  States 

Alabama — 

Alaska - 

Arizona - 

Arkansas 

California -. 

Colorado 

Connecticut 

Delaware 

District  of  Columbia 

Florida 

Georgia 

Hawaii 

Idaho -- 

Illinois - 

Indiana - 

Iowa.- 

Kansas -- 

Kentucky - 

Louisiana 

Maine. 

Maryland 

Massachusetts -. 

Michigan.. 

Minnesota 

Mississippi. 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico. 

New  York... 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota.. 

Tennessee. 

Texas 

Utah 

Vermont 

Virginia 

Washington. .  _ 

West  Virginia 

Wisconsin 

Wyoming 

Virgin  Islands 

District  of  Columbia  (all)  « 


4,638 


3,033 


1,605 


11,915 


16,553 


89 

47 

42 

184 

273 

5 

0 

5 

48 

53 

4 

2 

2 

209 

213 

68 

35 

33 

81 

149 

64 

11 

53 

2,328 

2,392 

121 

118 

3 

3 

124 

26 

7 

19 

212 

238 

5 

3 

2 

4 

9 

11 

1 

10 

67 

78 

213 

213 

0 

0 

213 

62 

31 

31 

161 

223 

1 

0 

1 

8 

9 

8 

2 

6 

107 

115 

414 

367 

47 

47 

461 

123 

51 

72 

325 

448 

99 

60 

39 

53 

152 

171 

142 

29 

29 

200 

80 

36 

44 

138 

218 

49 

12 

37 

174 

223 

20 

4 

16 

94 

114 

44 

12 

32 

246 

290 

85 

21 

64 

408 

493 

99 

28 

71 

546 

645 

199 

197 

2 

6 

205 

38 

6 

32 

139 

177 

98 

76 

22 

22 

120 

49 

48 

1 

1 

50 

126 

104 

22 

23 

149 

4 

1 

3 

56 

60 

50 

27 

23 

48 

98 

131 

22 

109 

642 

773 

33 

8 

25 

69 

102 

172 

69 

103 

1,212 

1,384 

22 

3 

19 

523 

545 

42 

32 

10 

10 

52 

217 

73 

144 

714 

931 

208 

173 

35 

35 

243 

10 

3 

7 

243 

253 

304 

148 

156 

991 

1,295 

5 

0 

5 

91 

96 

20 

4 

16 

234 

254 

33 

24 

9 

57 

90 

77 

17 

60 

272 

349 

527 

527 

0 

0 

527 

10 

6 

4 

64 

74 

26 

12 

14 

47 

73 

102 

27 

75 

454 

556 

27 

10 

17 

424 

451 

84 

84 
89 

0 
33 

0 
60 

84 

122 

182 

40 

40 
0 
1 

0 

1 
13 

0 

6 

102 

40 

1 

7 

14 

116 

>  Includes  national  and  nonnational  banks  In  the  District  of  Columbia,  all  of  which  are  supervised  by  the 
Comptroller  of  the  Currency. 


70     1970  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Assets,  liabilities,  and  capital  of  national  banks,  selected  dates 
[In  millions  of  dollars] 

June  30,  1969    Dec.  31,  1969    June  30, 1970 
(4,701  banks)    (4,669  banks)  (4,638  banks) 

Assets 

Cash,  balances  with  other  banks,  and  cash  items  in  process  of 
collection. $52,283  $54,727 $51,953 

U.S.  Government  securities  > - 34,355  29,589  33,003 

Obligations  of  States  and  political  subdivisions '.. 35,640  34,526  37,064 

Other  securities  ' - - --- 1.435  6,002  1,460 

Total  securities  1 _ - 71,430 70,117 71,  527 

Federal  funds  sold  and  securities  purchased  under  agreements 

toreseU 4,070  5,809  6,544 

Direct  lease  financing... - 647  696  759 

Loans  and  discounts'. 166,832  171,702  169,915 

Fixed  assets -- --- 4,746  5,280  5,557 

Customers' liability  on  acceptances  outstanding 1,687  1,838  2,229 

Other  assets -- —  - 4,211 3^879 4,137 

Total  assets — - 305,906  314,048  312,621 

LlABIUTIES 

Demand  deposits  of  individuals,  partnerships,  and  corpora- 
tions  .^.-.- - --   -- -  - 97,217  105,961  98,207 

Time  and  savings  deposits  of  individuals,  partnerships,  and 

corporations......  -  — - 107,150  103,238  105,859 

Deposits  of  U.S.  Government 3,722  3,175  ^WZ?^ 

Deposits  of  States  and  political  subdivisions 20,237  19,569  20,803 

Deposits  of  foreign  governments  and  official  institutions, 

central  banks,  and  international  institutions -  2,935  2,138  .Tocc 

Depositsof  commercial  banks. _ 14,337  16,649  t'%^^ 

Certified  and  officers'  checks,  etc.. 5,987 5,696 4,811 

Total  deposits 251,585  256,426  254,382 

Demand  deposits                                                       - 131,015  141,092  133,342 

Time  and  savings'deposits.-.- - - 120,570  115,334  121,040 

Federal  funds  purchased  and  securities  sold  under  agreements  „  „ .~ 

to  repurchase 7,763  9,947  11.346 

Liabilities  lor  borrowed  money , 2,132  A284  i,7io 

Acceptances  executed  by  or  for  account  of  reporting  banks  and 

outstanding 1.708  1.880  2.267 

Other  liabilities - 16. 701 16,472 15,000 

Total  liabilities - 279,889  287,009  284.710 

Reserves  on  Loans  and  Securities 

Reserves  on  loans - 3,269  3,698  3,710 

Reserves  on  securities 11^ °' ^ 

Total  reserves  on  loans  and  securities 3,382 3.785 3,799 

Capital  Accounts 

Capital  notes  and  debentures - 1.142  1.120  1.136 

Preferred  stock 69  62  M 

Common  stock - 6.090  6.166  6,357 

Siimhis 10,287  10,488  10,438 

uKwed-proSts:::::::::::::::::::::::-:-: 4,368         4,707         5.«7 

Reserves- - —  - 689 TU 681 

Total  capital  accounts - - - 22.635 23.254 24. 112 

Total  liabilities  and  capital  accounts 305,906  314,048  312,621 

>  Gross,  reserves  not  deducted. 

Resume 

The  Office  of  the  Cortiptroller  of  the  Currency  continues  to  change 
and  grow  with  the  national  economy  and  the  banking  industry.  Inter- 
nal operations  and  administration  are  undergoing  constant  refinement 
and  improvement  in  order  to  better  serve  the  public  whose  demands 
must  be  met. 
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Bureau  of  Customs 

The  Bureau  of  Customs  has  the  mission  of  collecting  revenue  on 
imports  and  of  enforcing  the  laws  regarding  controlled  and  prohibited 
exports  and  imports.  Its  tasks  include  the  assessment  and  collection  of 
duties  and  taxes;  control  of  carriers,  persons,  and  merchandise  enter- 
ing or  departing  the  United  States;  administration  of  the  tariff  and 
related  laws  affecting  international  trade  and  traffic;  detection  and 
prevention  of  smuggling  and  frauds  on  the  revenue ;  and  regulation  of 
vessels  in  the  coastwise  and  fishing  trades.  The  Customs  Service  has 
special  programs  to  inform  the  public  of  its  requirements  and  encour- 
ages voluntary  compliance  by  the  international  trading  community 
with  the  laws,  regulations,  and  controls  established  by  Customs  and 
numerous  other  Federal  agencies. 

Customs  assigns  high  priority  to  its  enforcement  efforts  in  support 
of  the  President's  urgent  program  to  prevent  the  illicit  introduction 
into  the  United  States  of  narcotics,  cocaine,  hashish,  marihuana,  and 
dangerous  drugs.  During  fiscal  1970  this  effort  was  greatly  intensified 
through  increased  inspections,  reassignments,  and  the  addition  of  new 
employees. 

The  most  dramatic  effort  of  the  fiscal  year  was  Operation  Intercept/ 
Cooperation  on  the  Mexican-United  States  border.  On  September  21, 
1969,  Operation  Intercept  was  launched  at  31  ports  of  entry  along  the 
Mexican  border  with  the  objective  of  interdicting  the  flow  of  mari- 
huana and  narcotics  into  the  United  States.  It  consisted  of  highly 
intensified  examinations  of  all  persons,  cargo,  and  mail  arriving  from 
Mexico.  Normal  Customs  staffing  at  border  points  was  increased  66 
percent,  through  temporary  duty  assignments  plus  augmentation  from 
other  Federal  inspectional  agencies.  A  wide  assortment  of  additional 
equipment  was  provided  to  border  offices,  including  trailers,  flood 
lights,  auto  lifts,  radio  cars,  pursuit  aircraft  and  patrol  boats. 

A  major  result  of  the  campaign,  which  was  later  renamed  Opera- 
tion Cooperation,  was  the  increased  effort  of  the  Mexican  Government, 
working  with  growers  and  suppliers  of  marihuana  in  the  Mexican 
provinces,  to  eradicate  the  sources  of  this  dangerous  contraband. 
Mexican  and  U.S.  Customs  are  continuing  to  work  closely  to  combat 
the  narcotics  problem. 

The  Customs  Agency  Service  now  has  rapid  access  to  intelligence 
information  through  a  new  computer  service  known  as  CADPIN. 
Presently  the  system  is  in  full  use  in  the  California  area,  in  partial 
operation  along  the  Mexican  border,  and  scheduled  to  become  nation- 
wide within  6  months. 

A  Congressional  supplemental  appropriation  in  December  1969  of 
$8.75  million  was  used  to  add  to  Customs'  capabilities  to  combat  drug 
smuggling:  307  criminal  investigators;  378  inspectors;  over  200  sup- 
porting staff;  five  aircraft  and  two  patrol  boats;  148  passenger  cars 
for  police  type  use;  40  trailers  for  housing  in  isolated  areas  along 
the  Mexican  border;  additional  electronic  and  radio  equipment;  and 
two  new  offices  in  the  remote  Big  Bend  area  of  Texas. 

On  June  1,  1970,  Customs  utilized  these  new  resources  to  initiate  a 
program  of  intensified  examination,  particularly  of  air  traffic  and 
commercial  cargo,  with  special  concentration  on  the  Canadian  border 
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and  the  eastern  seaboard  which  inchided  a  new  "re-check"  procedure 
for  "precleared"  passengers  from  Canada,  Bermuda,  and  Nassau.  (The 
first  precleared  flight  that  was  rechecked  resulted  in  the  seizure  of 
nearly  $1  million  worth  of  cocaine.)  During  the  first  month  of  the 
intensified  inspections  more  than  9  tons  of  marihuana  and  significant 
quantities  of  illicit  drugs  were  seized  and  335  persons  arrested. 

For  more  details  on  the  antidrug  smuggling  program,  see  speech  of 
Assistant  Secretary  Eugene  T.  Rossides  on  April  16,  1970.^ 

In  addition  to  the  study  of  the  Customs  Agency  Service  reported 
under  investigative  activities,  a  study,  looking  toward  the  reorganiza- 
tion of  the  New  York  region,  was  completed  and  submitted  to  the 
Assistant  Secretary  for  approval.  An  extensive  joint  Department- 
Bureau  study  of  the  regional-district-port  structure  was  concluded  at 
yearend.  A  study  recommending  relocation  of  the  security  and  audit 
functions  within  Bureau  headquarters  was  made  and  awaits  Depart- 
ment concurrence. 

Customs  Courts  and  Administrntii^e  Reform  Act. — On  June  2, 1970, 
the  President  signed  into  law  an  act  which  modernizes  the  procedures 
of  the  U.S.  Customs  courts  and  the  Bureau  of  Customs,  effective  on 
October  1,  1970. 

Designed  to  change  an  antiquated  system  that  is  so  complex  it  has 
led  to  a  backlog  of  some  400,000  cases  in  the  Customs  Court,  the  new 
law  permits  Customs  to  determine  all  elements  of  duty  liability  in  a 
single  step,  provides  longer  periods  for  filing  a  protest,  and  allows 
routine  administrative  review  before  court  action.  Only  one  judge 
is  required  to  conduct  a  trial  and  cases  do  not  automatically  go  to  the 
court  for  action  without  a  new  initiative  by  the  importer.  The  act 
also  permits  consolidation  of  similar  cases  and  reduces  the  volume 
of  paperwork.  Court  filing  fees  will  now  be  required  as  in  other  U.S. 
courts. 

Cargo  theft  program. — A  10-month  study  of  theft  and  pilferage  of 
international  cargo  at  airports  and  seaports  of  entry  culminated  in  a 
Customs  program  of  proposed  regulations  and  legislation  to  eradicate 
this  growing  cancer  on  trade  and  commerce.  This  program  was  an- 
nounced by  Assistant  Secretary  Rossides  in  testimony  before  the 
Senate  Select  Committee  on  Small  Business  on  June  21,  1970.-  Public 
comments  on  the  proposed  rulemakings  and  interdepartmental  clear- 
ances on  the  legislation  are  still  being  received. 

Overtime  charges  for  frivate  aircraft  ancl  vessels. — Owners  and 
operators  of  private  aircraft  and  vessels  have  complained  for  many 
years  about  the  large  charge  often  incurred  as  a  result  of  the  require- 
ment that  the  overtime  compensation  paid  to  inspectors  for  clearing 
arrivals  outside  regular  working  hours  must  be  reimbursed  to  the 
Government  by  the  parties  served.  Whenever  possible,  the  total  over- 
time charge  is  prorated  over  all  the  arrivals  during  the  overtime 
period.  However,  for  a  single  entry  under  certain  conditions  the 
charge  could  amount  to  nearly  $100.  In  Public  Law  91-258,  effective 
July  1,  1970,  a  Treasury-developed  provision  will  limit  the  reimburse- 
ment chargeable  for  a  single  arrival  to  $25.  If  the  prorating  process 


1  See  exhibit  31. 

2  See  exhibit  33a. 
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results  in  a  charge  less  than  $25,  the  private  party  will  continue  to 
receive  the  benefit  of  the  lower  sum. 

Cost  reduction/management  improvement  program 

During  fiscal  1970  this  program  resulted  in  savings  of  $4,534,000. 
Of  this  amount  $770,780  was  cost  reduction,  $3,613,598  was  cost  avoid- 
ance, and  $149,662  was  savings  to  other  agencies.  The  savings  were 
used  in  the  Customs  Service  to  handle  the  workload  without  adding 
to  staff  or  expenditures. 

Bureau  operations 

Collections. — Kevenue  collected  by  Customs  during  fiscal  1970  of 
$3.30  billion,  showed  an  increase  of  1  percent  over  1969,  making  this 
the  year  of  highest  receipts  in  the  history  of  the  Bureau.  Collections 
and  payments  by  customs  regions  and  districts,  as  well  as  the  major 
classes  of  all  collections  made  by  the  Bureau  of  Customs,  are  contained 
in  the  Statistical  Appendix.  The  cost  of  collecting  $100  was  $3.92, 
as  compared  with  $3.08  in  fiscal  1969.  The  increased  cost  was  due 
principally  to  greatly  increased  enforcement  activities  which  were 
largely  nonrevenue  producing. 

Carriers  and  persons  entering. — Nearly  226  million  persons,  arriv- 
ing either  as  pedestrians  or  on  the  nearly  66  million  carriers  entering, 
were  inspected  by  Customs  during  fiscal  1970.  There  was  a  0.8-percent 
decrease  in  persons  arriving  and  a  2.1 -percent  decrease  in  carriers  over 
fiscal  1969.  (See  Statistical  Appendix.) 

Entrance  and  clearance  of  vessels. — The  following  table  compares 
entrances  and  clearances  of  vessels  for  fiscal  years  1969  and  1970. 

Percentage 
Vessel  movements  1969  1970  increase 

Entrances: 

Direct  from  foreign  ports 

Via  other  domestic  ports _ _ 

Total 

Clearances: 

Direct  to  foreign  ports -.- _ 

Via  other  domestic  ports, 

Total _. 85,046  89,425  5.2 

Entries  of  merchandise. — The  value  of  imports  reached  $38.2  billion 
in  fiscal  1970  as  compared  to  $34.1  in  1969,  an  increase  of  11.8  percent. 
Volume  and  type  of  entries  handled  during  the  last  2  years  are  shown 
in  the  Statistical  Appendix. 

A  total  of  20  percent  of  all  entries  were  free  of  duty. 

Audits. — Internal  audit  activities  for  fiscal  1970  emphasized  in- 
ternal controls,  purification  of  data  processing  services  to  field  man- 
agement, and  controls  over  merchandise  in  customs  custody,  including 
review  of  entry  liquidations. 

During  the  year  226  offices  were  examined ;  77  internal  audit  reports, 
204  commercial  audits  of  brokers  and  11  cost  system  audits  (wool) 
were  made;  and  47,911  liquidations  were  verified,  taking  1,435  cor- 
rective actions. 


49,500 
36, 462 

48,063 
41,  293 

-2.9 
13.3 

85, 962 

89, 356 

4.0 

48,650 
36,396 

47,  693 
41,  732 

-2.0 
14.7 
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Security. — A  total  of  1,971  personnel  investigations  were  made 
during  fiscal  1970.  Of  1,652  full  field  investigations,  980  were  conducted 
by  Civil  Service  Commission  investigators  under  contract  arrange- 
ments with  the  Bureau  made  necessary  by  the  greatly  increased  recruit- 
ment program  under  the  supplemental  appropriation. 

A  total  of  213  personnel  conduct  and  special  inquiries  were  opened, 
230  were  closed,  and  38  were  pending  at  the  end  of  the  fiscal  year. 
There  were  801  critical-sensitive  clearances,  and  400  noncritical- 
sensitive  clearances.  A  total  of  27  field  offices  were  inspected  to  assure 
compliance  with  Treasury  orders  and  Executive  orders  relative  to 
safeguarding  classified  material. 

Equal  employment  opportunity. — Tlie  Bureau  made  extensive  efforts 
to  recruit  inspectors  and  agents  from  minority  groups,  including  many 
visits  to  predominantly  black  campuses,  often  by  black  recruiters. 
Campus  recruiting  was  only  moderately  successful  because  of  a  lack 
of  interest  and  a  lack  of  students  in  related  fields.  Region  VI  (Houston, 
Tex.)  was  extremely  successful  in  hiring  Mexican- American  candi- 
dates. Female  candidates  were  also  hired.  A  program  for  selecting 
and  training  equal  employment  counselors  was  developed. 

Foreign  custom^s  assistance. — A  10-man  team  is  in  Saigon,  Vietnam, 
advising  the  Vietnamese  Customs  Service  and  supervising  the  AID 
funded  commercial  import  program  and  the  Customs  boat  fleet.  Of 
this  effort.  Assistant  Secretary  Eossides  stated  in  testimony  delivered 
before  the  Permanent  Subcommittee  on  Investigations  of  the  Senate 
Committee  on  Government  Operations,  "The  U.S.  Customs  is  play- 
ing a  significant  role  with  the  limited  resources  we  have  available  in 
Vietnam  in  advising  Vietnamese  Customs  personnel  and  promoting 
better  liaison  with  U.S.  law  enforcement  agencies  in  Vietnam.  *  *  * 
The  Bureau  of  Customs  is  also  providing  a  training  program  in  the 
United  States  for  Vietnamese  Customs  officers.  Since  January  1970 
six  members  of  the  Vietnamese  Fraud  Repression  Service  underwent 
a  2-month  training  program  at  Bureau  headquarters,  at  the  Customs 
National  Training  Center  on  the  campus  of  Hof stra  University,  and  at 
Customs  Agency  Offices." 

During  the  year  the  value  of  seizures  in  Vietnam  increased  519  per- 
cent, cases  investigated  24  percent,  and  fines  collected  229  percent. 

Three  advisory  teams  in  Latin  America  (Argentina,  Colombia,  and 
Panama)  were  terminated  on  June  30,  1970.  A  team  remains  in  Costa 
Rica  and  a  temporary  detail  in  Brazil.  One  advisor  is  maintained  in. 
Afghanistan  and  a  two-man  team  in  Ethiopia. 

During  fiscal  1970  there  were  138  foreign  participants  from  29  na- 
tions who  received  Bureau  of  Customs  orientation  in  the  office  of 
Foreign  Customs  Assistance.  They  were  given  training  in  various 
fields,  including  organization  and  management ;  inspection  of  baggage 
and  cargo ;  airport,  seaport  and  border  port  procedures ;  merchandise 
contrdl ;  warehouse  operations;  foreign  zones;  investigative  techniques, 
internal  audit,  fiscal  operations,  drawback,  classification  and  value 
procedures ;  and  personnel  administration.  In  addition  to  the  training 
facilities  at  the  National  Training  Center  at  Hofstra  University, 
Hempstead,  N.  Y.,  those  at  Laredo,  Tex.,  were  used. 

Panning  amd  research. — The  Director  of  Planning  and  Research 
served  as  project  manager  for  the  contract  study  of  an  automated 
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merchandise  processing  system.  Phase  I,  describing  the  conceptual 
elements  of  the  process,  was  completed  at  midyear.  Phase  II  to  pro- 
duce a  detailed  systems  design  will  continue  through  October  1970. 

Revisions  in  the  random  time  sampling  system  were  made  in  Octo- 
ber 1969.  Customs  field  officers  were  provided  with  percentage  fac- 
toids derived  from  the  sampling  for  use  in  determining  manpower  re- 
quirements for  the  Planning-Programing-Budgeting  System 
(PPBS).  Customs  manpower  devoted  to  performing  functions  for 
other  Federal  agencies  is  being  analyzed  through  the  time  sampling 
process. 

Facilities  management. — During  fiscal  1970  a  new  Canadian  border 
station  was  completed  and  is  in  full  operation  at  Point  Roberts,  Wash. ; 
sites  were  acquired  and  housing  and  office  facilities  provided  for  two 
new  crossings  on  the  Mexican  border,  now  in  operation  at  Boquillas 
and  Heath  Crossing:,  Tex. 

A  joint  mail  facility  in  cooperation  with  the  Post  Office  Depart- 
ment was  completed  at  Oakland,  Calif. ;  and  a  truck  weighing  station 
was  constructed  by  Customs  at  Castle  Island,  Boston,  Mass.  Engineer- 
ing assistance  was  provided  to  the  Immigration  and  Naturalization 
Service  for  a  new  check  point  facility  at  San  Clemente,  Calif.,  with 
Customs  completing  the  structural  design. 

Requirements  were  developed  and  fimds  obligated  to  GSA  to  ac- 
complish the  following  projects  in  support  of  the  present  Customs 
intensified  enforcement  effort :  Search  and  hold  rooms,  lifts  and  cano- 
pies at  various  locations  in  the  Houston,  Tex.,  region ;  three  emergency 
generators  in  the  Boston,  Mass.,  region ;  a  temporary  commercial  truck 
crossing  at  San  Ysidro,  Calif. ;  a  temporary  truck  inspection  area  at 
San  Luis,  Ariz.;  a  highway  bus  passenger  inspection  facility  at  Pa- 
cific Highway  crossing,  Blaine,  Wash.;  secondary  inspection  facili- 
ties at  Peace  Arch  Crossing,  Blaine,  Wash. ;  and  secondary  inspection 
facilities  at  Douglas,  Ariz. 

Space  arrangements  and  special  requirements  for  the  new  consoli- 
dated Customhouse  at  the  World  Trade  Center,  New  York,  N.Y., 
were  accepted  by  the  General  Services  Administration  and  the  lease 
was  signed  June  3,  1970.  In  addition  to  the  expenditure  of  approxi- 
mately $900,000  for  new  laboratory  equipment,  funds  totaling  some 
$280,000  have  been  made  available  to  GSA  to  provide  equipment  for 
the  mechanization  of  examining  areas  plus  other  special  needs  in 
the  building. 

Procurements  involved  some  400  actions,  totaling  approximately  $4 
million.  This  exceeds  by  400  percent  the  activity  in  previous  years. 
Narcotics  testing  kits  for  use  in  identification  of  drugs,  three  com- 
munications sector  control  consoles,  and  new  improved  handgims  for 
all  agents  were  among  the  items  purchased. 

New  truck-mounted  fiuoroscopes  were  procured  and  larger  conveyor 
type  film-safe  X-ray  fiuoroscopes  for  use  in  mail  facilities  at  Chicago, 
111.,  and  San  Francisco,  Calif.,  were  ordered.  Undercar  scanners  and 
searchlights  were  redesigned  to  improve  efficiency. 

Contracts  were  let  for  the  housing  of  students  at  the  National 
Training  Center,  for  Spanish  language  training  for  agents  and  in- 
spectional  personnel,  and  for  systems  analyst  training  courses  at  two 
different  universities.  Equipment  was  installed  at  San  Diego,  Calif., 
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for  a  computer  center  to  process  enforcement  intelligence  information. 
A  365/50  IBM  computer  for  the  Bureau's  Data  Center  in  Silver 
Spring,  Md.,  was  obtained  through  the  GSA  excess  program  at  a  sav- 
ing of  $200,000. 

Personnel. — The  Bureau  of  Customs  undertook  an  intensified  re- 
cruiting drive  in  implementing  the  supplemental  appropriation  to 
strengthen  the  antidrug  smuggling  and  organized  crime  program. 
The  result  was  a  net  increase  of  over  800  employees  between  Jan- 
uary and  June  1970.  In  addition,  over  500  emploj^ees  were  recruited 
to  replace  customs  employees  who  left  during  this  period.  Over  50 
percent  of  the  new  Customs  inspectors  and  special  agents  hold  college 
degrees. 

On  June  30,  1970,  the  Bureau  of  Customs  had  10,343  full-time  per- 
manent employees.  This  was  23  short  of  authorized  strength. 

Trainmg. — The  sudden  input  of  hundreds  of  new  agents  and  in- 
spectors into  the  Customs  Service  created  critical  problems  in  train- 
ing. These  were  resolved  by  quadrupling  the  number  of  classes  at  the 
National  Training  Center  during  the  fiscal  year.  Beginning  in  Jan- 
uary, some  500  inspectors  and  over  150  special  agents  completed  basic 
and  advanced  training  courses. 

To  establish  a  pool  of  customs  employees  capable  of  directing  auto- 
mated merchandise  processing  operations,  a  systems  analysis  training 
program  was  developed  at  Customs'  National  Training  Center  and 
40  employees  were  trained  in  these  skills. 

At  the  request  of  the  Department  of  Defense,  operations  officers, 
together  with  field  officers  and  supervisory  inspectors,  established  and 
operated  a  baggage  inspection  training  program  in  South  Vietnam  for 
a  period  of  6  months.  Approximately  900  militarj^  and  security  police 
were  trained  on-site  at  various  embarkation  points.  These  military 
personnel,  under  the  supervision  of  the  customs  team,  cleared  50,000 
troops  redeploying  to  the  United  States.  Except  for  occasional  spot 
checks,  such  inspection  eliminated  the  need  for  further  processing 
upon  arrival  and  permitted  military  units  to  redeploy  directly  to  their 
bases. 

Antidumphiff  and  countervailing  duties. — A  total  of  23  antidump- 
ing cases  were  initiated  during  the  year,  and  23  were  closed.  Of  the  28 
cases  closed,  seven  were  referred  to  the  Tariff  Commission  with  deter- 
minations of  sales  at  less  than  fair  value;  five  were  closed  out  with 
determinations  of  no  sales  at  less  than  fair  value  on  the  basis  of  price 
revisions  and  assurances  of  no  future  sales  at  less  than  fair  value.  The 
remaining  11  cases  that  were  closed  during  the  year  resulted  in  determi- 
nations of  no  sales  at  less  than  fair  value,  no  diunping  margins  having 
been  found.  Five  findings  of  dimiping  were  issued  during  the  year  and 
33  cases  remained  on  hand  at  the  yearend. 

Tariff  classifications. — During  fiscal  1970,  841  applications  for  free 
entry  of  scientific  instruments  and  apparatus  were  processed,  com- 
pared to  706  in  1969.  A  total  of  7,702  letters  of  inquiry  were  answered 
in  1970,  compared  to  7,258  in  1969. 

A  Legal  Precedent  Ketrieval  System  which  provides  a  printout  of 
all  Tariff  Classification  abstracts  and  Customs  Court  and  Court  of 
Customs  and  Patent  Appeals  decisions  published  since  1963,  when 
the  Tariff  Schedules  of  the  United  States  came  into  use,  was  placed 
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in  operation  in  fiscal  1970.  The  system  allows  Customs  law  special- 
ists to  retrieve  decisions  without  the  manual  search  through  various 
sources  previously  required. 

Regulations. — Kules  have  been  proposed  to  amend  Customs  Eeg:iila- 
tions  to  substitute,  so  far  as  possible,  four  of  the  six  standardized 
model  forms  of  the  Intergovernmental  Maritime  Consultative  Organi- 
zation (IMCO)  for  certain  customs  forms  presently  in  use  in  connec- 
tion with  the  arrival  and  departure  of  vessels  in  foreign  trade.  The 
present  combined  form  of  passenger  and  crew  list,  Customs  and  Im- 
migration Form  10418,  will  remain  in  use  pending  further  study. 

To  implement  the  Customs  Convention  on  the  International  Trans- 
port of  Goods  under  Cover  of  TIR  Carnets,  a  notice  of  proposed  rule- 
making was  published  under  which  documentation  would  consist  of  a 
"TIR  Carnet,"  a  booklet  containing  a  manifest  and  a  number  of 
vouchers  and  counterfoils  which  are  completed  by  customs  officers  when 
the  goods  enter,  leave,  or  transit  a  country. 

Czechoslovakia,  Austria,  Mauritius,  and  Malaysia  were  added  to  the 
list  of  nations  which  are  exempt  from  the  payment  of  special  tonnage 
tax  and  light  money. 

Upon  receipt  through  diplomatic  channels  of  assurances  of  reciproc- 
ity to  vessels  of  the  United  States,  the  Customs  Regulations  were 
amended  to  extend  to  vessels  of  Greece  and  Liberia  the  privilege  of 
transporting  cargo  containers  and  related  items  between  U.S.  ports. 
The  Federal  Republic  of  Germany,  Liberia,  and  France  were  extended 
similar  reciprocal  privileges  with  respect  to  containers  and  lash-type 
barges. 

Treasury  Decisions  were  published  designating  automotive  frame 
spacers,  devices  to  secure  automobiles  within  containers,  drums  for 
antiknock  compound,  and  three  and  four-legged  holders  used  to  trans- 
port wire  coil  as  instruments  of  international  traffic. 

In  the  current  general  revision  of  the  Customs  Regulations,  the 
revised  parts  are  being  numbered  from  101  to  199  and  arranged  in  a 
different  order.  Six  parts  of  the  regulations  were  revised  and  adopted, 
effective  June  13,  1970. 

Drawback. — To  reduce  the  volume  of  paperwork  in  the  drawback 
program,  section  22.18  of  the  Customs  Regulations  was  amended  by 
Treasury  Decision  70-94  to  provide  that  under  certain  circumstances  a 
single  corporate  notice  of  lading  may  be  filed  monthly  to  cover  de- 
liveries to  vessels  of  fuel  supplies  with  benefit  of  drawback.  Previously 
a  separate  notice  was  required  for  each  lading. 

Also,  proposed  amendments  to  the  Customs  Regulations  were  pub- 
lished which  would  eliminate  the  notice  of  exportation,  Customs  form 
7511,  now  prepared  solely  for  drawback  purposes  and  required  to  be 
filed  for  each  shipment.  Under  the  proposal,  the  claimant  would  file  a 
copy  of  an  export  document  already  prepared  for  other  purposes,  such 
as  a  bill  of  lading. 

The  total  drawback  allowance  paid  during  fiscal  1970  amounted  to 
$40,088,887,  as  reflected  in  the  Statistical  Appendix.  Drawback  allow- 
ance on  the  exportation  of  merchandise  manufactured  from  imported 
materials  amounts  to  99  percent  of  the  customs  duties  paid  at  the  time 
the  goods  are  entered. 
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Protests. — Protests  filed  by  importers  against  the  rate  and  amount 
of  duty  assessed  and  appeals  for  reappraisement  filed  by  importers  who 
did  not  agree  with  the  customs  officers  on  the  value  of  merchandise  are 
shown  in  the  following  table. 


Protests  and  appeals 


Percentage 
decrease  (— ) 


Protests' 

Filed  with  district  directors  by  importers  (formal) 66,500  66,448  -0.08 

Filed  with  district  directors  by  importers  (informal) 94,041  66,687  —29.09 

Appeals  for  reappraisement  filed  with  district  directors 13,582  12,952  —4.64 


Penalties. — Decisions  were  made  on  762  penalty  cases  in  1970.  A  total 
of  $31,434  was  paid  to  37  informers. 

Penalty  cases,  fiscal  year  1970 


Type  of  case 

Number 

Full  statutory 
liability  of 
violators  ' 

655 
107 

$113,289,060 

2,340,863 

Total  

762 

115,629,923 

'  Subject  to  mitigation  in  appropriate  cases  by  the  Bureau  or  by  the  courts. 
Net  liability  imposed  by  penalty  decisions,  1969 

and  1970 

Type  of  case 

1969 

1970 

Penalty  and  forfeiture  cases_ - 

.      1  $63, 976, 
223, 

548      $3,561,863 
996            143, 372 

Total  - -- 

.        164,200, 

544        3,705,235 

'Includes  1  case  involving  $61,778,940. 

Restricted  merchandise. — Approximately  1,600  cases  involving  im- 
port restrictions,  prohibitions,  or  controls  were  handled  during  the 
year.  These  included  country  of  origin  marking  and  various  label  re- 
quirements; use  of  foreign  convict  labor;  trademarks,  copyrights,  and 
patents;  obscene  matter,  contraceptive  devices,  lottery  or  seditious 
materials ;  birds,  plumage,  eggs,  and  wild  animals ;  switchblade  knives ; 
Federal  and  State  liquor  laws;  and  technical  matters  arising  under 
the  International  Coffee  Agreement. 

There  were  recorded  159  trademarks,  trade  name  renewals,  assign- 
ments and  name  changes,  and  68  copyrights;  10  patent  surveys,  or 
renewals,  were  approved.  A  total  of  $40,460  of  recordation  and  related 
fees  was  collected  for  these  services. 

Ports  of  entry  seized  and  disposed  of  approximately  25,000  pro- 
hibited switchblade  knives,  the  great  majority  having  been  personal 
importations  in  baggage. 

Bureau  headquarters  reviewed  under  the  obscenity  provisions  20 
commercial  feature-length  motion  pictures,  finding  seven  such  films 
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inadmissable  to  entry.  Six  additional  feature  films  were  seized  at  ports 
of  entry. 

Approximately  300,000  pieces  of  screened  mail,  principally  examined 
at  the  port  of  New  York,  N.Y.,  contained  obscene  materials  and 
approximately  250,000  pieces  contained  lottery  materials. 

Notable  Customs  litigation  included  two  cases  involving  personal 
importations  of  "hard  core*'  obscene  matter  in  the  districts  of  Los 
Angeles  and  New  York,  in  which  the  courts  with  appellate  jurisdiction 
ruled  19  U.S.C.  1305  an  unconstitutional  repression  of  First  Amend- 
ment rights.  A  seized  motion  picture  was  also  ordered  released  on  the 
same  grounds  in  the  Los  Angeles  district.  The  Justice  Department  is 
seeking  United  States  Supreme  Court  reversals  in  consolidated 
proceedings. 

Containerization. — Treasury  Decision  69-216  implemented  Resolu- 
tion No.  24  of  the  Working  Party  on  Customs  Questions  Affecting 
Transport,  of  the  United  Nations  Economic  Commission  for  Europe, 
of  which  the  United  States  is  a  participating  member.  This  permits 
containers  loaded  with  merchandise  and  admitted  as  instruments  of 
international  traffic  to  be  used  in  point-to-point  local  traffic  on  a  route 
which  would  bring  the  container  by  a  reasonably  direct  route  to,  or 
nearer  to,  the  place  where  the  export  cargo  is  to  be  loaded  or  where  the 
container  is  to  be  exported  empty. 

Treasury  Decision  70-72  (24)  provided  that  lash-type  barges  which 
are  dropped  off  and  taken  aboard  tlie  mother  vessel  outside  U.S.  terri- 
torial waters  are  subject  to  the  usual  entry  and  clearance  requirements 
applicable  to  vessels  in  the  foreign  trade. 

Treasury  Decision  70-101  (2)  declared  that  a  container  brought 
into  the  LTnited  States  to  be  leased  to  others  for  a  use  in  international 
traffic  planned  at  or  before  the  time  of  importation  may  be  considered 
an  "instrument  of  international  traffic"  and  may  be  released  under 
section  10.41(a),  Customs  Regulations,  without  entry  or  payment  of 
duty. 

Ajypraisement. — Further  improvement  and  updating  of  the 
automated  liquidation  system  were  accomplished.  The  number  of 
liquidations  computed  on  the  Programma  101  machine  increased 
markedly,  enabling  regional  liquidators  to  reduce  their  workable  back- 
logs without  personnel  increases. 

A  program  for  verifying  invoices  of  imported  cargo  was  established, 
with  emphasis  on  value,  description,  and  count  factors.  More  intensive 
examination  of  cargo  by  import  specialists  on  the  piers,  at  importers' 
premises,  and  in  the  public  stores  is  of  critical  importance. 

The  Customs  Court  upheld  Treasury  guidelines  concerning  foot- 
wear subject  to  American  selling  price.  In  order  to  bring  field  practice 
into  accord  with  the  intent  of  the  statute,  the  Bureau  issued  instruc- 
tions concerning  the  American  selling  price  valuation  of  sneaker  or 
basketball-type  shoes  containing  iron  powder  midsoles.  As  a  result,  it 
is  expected  that  a  greater  number  of  such  shoes  will  be  appraised  at 
the  American  selling  price. 

A  monthly  consolidated  entry  of  nondutiable  merchandise  under 
immediate  delivery  procedures  was  approved  and  implemented.  All 
shipments  between  one  shipper  and  one  importer  through  one  port  are 
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treated  as  a  single  transaction  or  importation  for  examination,  entry, 
and  liquidation  purposes. 

In  addition  to  cooperation  with  the  Department  of  Health,  Educa- 
tion, and  Welfare  in  enforcing  the  air  pollution  control  program,  and 
with  the  Department  of  Transportation  in  enforcing  auto  safety 
standards.  Customs,  working  with  HEW,  issued  instructions  pertain- 
ing to  the  enforcement  of  radiation  control  standards  for  all  electronic 
products  imported  into  the  United  States. 

Mail  operations. — The  goal  of  processing  all  mail  at  the  port  of  first 
arrival  came  one  step  closer  with  the  completion  of  the  Oakland,  Calif., 
surface  mail  facility  in  the  San  Francisco  area.  The  mail  unit  which 
became  operational  in  November  1969,  has  18  lines  of  powered  belts 
along  with  other  mechanized  equipment.  The  ability  to  process  more 
mail  at  these  large  mechanized  mail  divisions  resulted  in  increased 
economy  and  efficiency. 

Greater  emphasis  on  enforcement  resulted  in  Customs'  mail  divisions 
making  2,621  seizures  of  guns,  munitions,  and  narcotics  in  the  second 
half  of  fiscal  1970.  Special  enforcement  units  were  used  in  the  larger 
mail  divisions  exclusively  to  detect  and  remove  contraband  from  the 
mails. 

A  record  number  of  narcotic  and  munitions  violations  was  found  in 
mail  parcels  originating  in  Southeast  Asia  in  the  first  three  quarters 
of  the  year.  However,  a  joint  program  conducted  with  the  military 
services  substantially  reduced  the  number  of  these  illegal  shipments  in 
the  last  quarter. 

New  detection  devices  are  being  developed  along  with  new  operating 
procedures  in  an  effort  to  stop  this  flood  of  illegal  shipments. 

Quotas. — During  fiscal  1970,  two  quotas  were  imposed  under  the  In- 
ternational Coffee  Agreement  Act,  five  quotas  under  the  Philippine 
Trade  Agreement  Act,  and  113  tariff-rate  and  absolute  quotas  under 
specific  Presidential  proclamations  and  legislation.  Sixty-eight  direc- 
tives were  received  from  the  President's  Cabinet  Textile  Advisory 
Committee,  which  resulted  in  the  implementation  and  administration 
of  179  cotton  textile  quotas,  involving  19  foreign  countries.  Quotas 
administered  totaled  299. 

Four  prohibitions  on  cotton  textiles,  involving  three  foreign  coun- 
tries, were  also  administered.  Cumulative  import  statistics  in  268  cate- 
gories, involving  nine  foreign  countries  under  surveillance,  were  fur- 
nished weekly  to  the  Interagency  Textile  Administrative  Committee 
(Commerce  Department),  along  with  a  weekly  report  on  the  status 
of  179  cotton  textile  quotas. 

Fibers  administration. — A  total  of  8,897  reports  of  wool  importa- 
tions were  submitted  and  reviewed  for  uniform  classification  actions. 
There  were  1,095  samples  of  questionable  wools  submitted  for  opinion. 
In  addition,  138  samples  of  wool  wastes;  332  samples  of  manmade 
fibers  and  wastes;  169  samples  of  cotton  and  cotton  wastes;  and  43 
samples  of  animal  and  fur  fibers  were  received  for  the  purpose  of 
advice  on  the  classification  and  origin  thereof. 

A  total  of  202  samples  of  raw  cashmere  and  raw  camel  hair  were 
received  from  official  government  agencies  in  the  United  Kingdom, 
Belgium,  Switzerland,  and  Czechoslovakia.  Samples  from  these  sources 
are  reviewed  for  the  purpose  of  determining  origin  for  the  Office  of 
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Foreign  Assets  Control,  which  then  approves  processing  or  manu- 
facturing actions  for  eventual  importation  into  the  United  States. 

Customs  information  exchange. — The  C.I.E.  located  in  New  York 
City,  acts  as  a  clearinghouse  for  the  Customs  Service,  receiving  reports 
of  merchandise  processing  actions  and  requests  for  advice,  and  both 
distributing  regular  reports  and  advisories  and  transmitting  special 
opinions.  It  thus  serves  to  standardize  treatment  of  similar  transac- 
tions at  all  ports  of  entry. 

In  addition  to  publishing  regular  lists  of  rates  of  exchange  for  coun- 
tries exporting  to  the  United  States,  C.I.E.  responded  to  721  requests 
from  Customs  officers  for  special  rate  determinations.  National  alerts 
were  issued  when  France  devalued  the  franc  and  Germany  increased 
the  value  of  the  mark. 

There  were  2,126  catalogs,  price  lists  and  other  value  data  of  for- 
eign manufacturers  and  shippers  received,  reproduced  and  dissem- 
inated to  customs  officers  at  ports  known  to  have  received  importations 
of  such  or  similar  merchandise. 

C.I.E.  maintained  and  distributed  a  list  of  commodities  exported 
from  Japan  which  are  appraised  at  ex-factory  prices  and  a  list  of 
more  than  7,000  names  of  firms  exporting  commodities  to  the  United 
States  who  have  submitted  satisfactory  evidence  to  establish  that  their 
goods  should  be  appraised  at  an  ex-factory  price. 

The  Marking  Digest,  a  compilation  of  decisions  relating  to  current 
applications  of  section  304  of  the  Tariff  Act,  was  revised  and  distrib- 
uted to  all  interested  customs  officers. 

A  total  of  86,000  "Reports  of  Classification  and  Value"  were  re- 
ceived, on  which  15,000  discrepancies  in  value  and  classification  were 
processed.  Only  49  decisions  in  value  and  77  in  classification,  not 
reconciled,  had  to  be  referred  to  the  Bureau  for  decision.  A  total  of  129 
foreign  and  local  inquiry  reports  were  processed. 

During  the  fiscal  year,  155  advance  reports  were  received  from  vari- 
ous import  specialists.  Whenever  differences  of  opinion  appeared 
between  the  New  York  Regional  Commissioner  and  the  reporting 
port,  the  CLE.  acted  as  the  middleman  to  reconcile  differences. 

There  were  534  reports  of  significant  value  changes  transmitted  to 
district  directors  on  shipments  entered  during  the  previous  12-month 
period  from  the  same  manufacturer  or  seller. 

Export  Control. — In  conjunction  with  the  Office  of  Export  Control 
and  the  Bureau  of  the  Census,  a  new  simplified  procedure  for  the 
processing  of  many  export  declarations  was  developed  and  imple- 
mented. Known  as  the  "NAR"  (No  Authentication  Required)  pro- 
cedure, it  places  on  carriers  the  responsibility  for  verifying  informa- 
tion on  export  declarations  and  permits  post-filing  of  the  declarations. 
Blanket  filing  of  declarations  on  a  monthly  basis  was  also  expanded. 

Laboratories. — Aggressive  efforts  to  improve  the  efficiency  and  re- 
sponsiveness of  laboratory  operations  highlighted  the  activities  of  the 
Division  of  Technical  Services  during  the  year. 

The  new  narcotics  laboratory  in  San  Antonio,  Tex.,  became  opera- 
tive in  October  1969.  A  new  method  for  selecting  laboratory  samples 
for  analysis,  first  tried  out  in  1969,  was  extended  to  cover  more  labora- 
tories. Called  "Routine  Control  Sampling,"  the  new  system  is  designed 
to  provide  a  data  base  for  a  more  rational  method  of  sampling  for 
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laboratory  examination.  A  new  sample  reporting  system,  keyed  to 
TSUS  and  to  census  reporting  categories,  was  implemented.  A  new 
narcotics  testing  facility  was  also  opened  in  San  Diego,  Calif.,  to 
serve  Mexican  border  points  and  assist  in  prompt  prosecution  of 
narcotics  smugglers.  In  addition,  a  small  but  well-equipped  analytical 
facility  was  established  in  Bureau  headquarters  to  study  the  nature 
and  concentration  of  volatile  materials  in  the  immediate  vicinity  of 
marihuana,  hashish,  and  heroin  packages. 

A  program  and  data  file  to  computerize  retrieval  of  infrared  spectral 
data  was  incorporated  into  the  Bureau's  ADP  system  and  is  now 
servicing  the  laboratories. 

Central  procurement  of  major  analytical  equipment  items,  insti- 
tuted in  1969,  resulted  in  the  following  significant  purchases  during 
1970: 

Chicago:  Atomic  absorbance  spectrophotometer  and  gas  chro- 
matograph. 

Baltimore :  Gas  chromatograph. 

Savannah :  Gas  chromatograph. 

San  Francisco :  U.V.  visible  spectrophotometer. 

San  Diego :  I.R.  spectrophotometer  and  gas  chromatograph. 

San  Antonio :  I.E.  spectrophotometer  and  gas  chromatograph. 

New  York :  Mass  spectrometer. 
A  large  number  of  proposals  were  received  from  commercial  firms 
suggesting  various  devices  for  detection  of  smuggled  narcotics  with- 
out actually  opening  baggage,  packages,  or  vehicle  compartments. 
Most  of  these  were  essentially  devoid  of  information  concerning  the 
substance  believed  to  be  present  in  the  immediate  environment  of  such 
contraband,  which  is  essential  to  their  intelligent  evaluation. 

During  1970,  a  total  of  178,660  samples  were  tested,  as  compared 
with  167,834  in  1969. 

Detector  dog  'program. — Recruitment  of  skilled  dog  trainers  and 
handlers  from  the  U.S.  Air  Force  and  Army  and  procurement  of  dogs 
from  civilian  and  military  sources  began  in  January  1970.  Training 
facilities  and  logistic  support  were  obtained  from  the  military  work- 
ing dog  program,  located  at  Lackland  Air  Force  Base,  and  an  experi- 
mental training  program  was  initiated  on  April  1. 

Subsequent  tests  conducted  at  several  customs  mail  facilities  in- 
dicate that  the  use  of  dogs  with  experienced  handlers  will  be  ex- 
tremely beneficial  in  preventing  the  introduction  of  dangerous  drugs 
via  the  mails.  Because  of  this  success,  a  training  session  to  explore 
other  uses  of  dogs  in  marihuana  and  other  drug  detections  was  sched- 
uled. Preliminary  tests  showed  that  dogs  could  also  function  effectively 
in  cargo  areas  and  for  automobile  and  truck  searches.  The  feasibility 
of  using  smaller  dogs  in  ship  and  aircraft  searching  will  also  be 
studied. 

Inter^iational  conferences. — Participation  in  the  activities  of  the 
Customs  Cooperation  Council  in  Brussels  and  the  Economic  Commis- 
sion for  Europe  in  Geneva  was  continued.  Subsidiary  organizations  of 
both  bodies  (the  Permanent  Technical  Committee  of  the  CCC  and 
the  Inland  Transportation  Committee  of  i\\^  ECE)  are  drafting  new 
conventions  on  the  international  movement  of  containers.  Staff  officers 
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of  Customs  were  members  of  the  U.S.  delegation  at  10  meetings  during 
the  year. 

Discussions  were  also  held  in  Washington  and  London  with  rep- 
resentatives of  British  Customs  and  Excise  on  containerization  and 
other  matters  of  mutual  interest  to  both  services. 

Commissioner  Ambrose  visited  England,  France,  Italy,  Mexico,  and 
Canada,  urging  customs  officials  of  those  countries  to  intensify  their 
antidrug  smuggling  enforcement  activities.  Such  cooperation,  it  is 
envisaged,  would  result  in  the  trafficker  having  to  transit  several 
customs  barriers  and  undergo  more  rigorous  customs  inspections. 
This  would  increase  risk  of  detection,  disrupt^ normal  smuggling  pat- 
terns and  expose  professional  smugglers  to  discovery  by  more  inves- 
tigative agencies. 

Imjyroved  services  to  the  jniblac. — During  the  year,  applications 
were  received  for  the  establishment  of  ports  of  entry  at  23  locations. 
Two  new  ports  of  entry  were  approved,  at  Little  Rock,  Ark.,  and 
Greenville-Spartanburg,  S.C.  Two  customs  stations  w^ere  established 
at  Boquillas  and  at  Heath  Crossing,  Tex. 

Public  information. — Operation  Intercept/Cooperation  on  the 
Mexican  border  and  the  new  intensified  enforcement  procedures  at 
all  border  points  greatly  increased  the  requirement  for  forewarning 
the  public  of  delays  to  be  encountered  in  clearing  customs  and  for 
explaining  the  reasons  behind  these  operations. 

Special  radio  spots  were  issued  for  use  on  the  Mexican-United 
States  border.  A  flyer  explaining  the  reasons  for  the  operation  was 
widely  distributed.  A  special  award-winning  supplement  for  "Cus- 
toms Today,"  the  Bureau  internal  publication,  was  also  prepared. 

Both  radio  and  television  spots  by  the  Commissioner  of  Customs 
were  distributed  to  stations  in  the  United  States  and  Canada.  Over  8 
million  copies  of  a  leaflet,  "An  Explanation  to  You  .  .  .  the 
Traveler,"  were  distributed  to  the  various  ports  and  stations,  the  air- 
lines, the  LT.S.  Travel  Service  and  the  Department  of  State. 

Tw^o  posters  were  distributed  for  use  in  customs  facilities  to  per- 
suade arriving  travelers  that  "a  few^  extra  minutes  to  clear  customs 
is  a  small  price  to  pay  to  help  us  keep  drugs  away  from  your  children." 

The  U.S.  Travel  Service  continued  its  assistance  by  distributing 
abroad  releases  prepared  by  Customs  for  the  benefit  of  travelers  from 
other  countries  visiting  the  United  States.  The  "Ask  the  Customs 
Man"  series  was  also  used  in  many  papers  throughout  this  country. 

The  Department  of  Defense,  using  press  conferences,  TV  media, 
military  press,  and  Armed  Forces  Radio  Netw^ork,  cooperated  in  a 
campaign  against  dangerous  war  trophies  being  mailed  through  APO 
and  FPO's  from  militaiy  personnel  overseas. 

During  the  year,  two  traveling  exhibits  were  produced  to  tell  the 
Customs  story.  A  new  leaflet,  "A  Gift  .  .  .  Are  You  Sure?,"  was 
issued  to  help  eliminate  many  protests  on  items  which  could  not  be 
released  under  the  $10  duty-free  gift  provision. 

A  record  number  of  tape  recordings  by  U.S.  and  foreign  networks 
and  of  articles  in  national  magazines  and  feature  syndicates  was 
produced. 
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The  Commissioner  of  Customs  made  extensive  use  of  the  si^eaking 
platform,  addressing  25  associations,  societies,  and  convention  groups 
from  September  1969  through  Jmie  1970.  He  also  gave  33  personal 
interviews  to  TV,  press,  and  radio,  all  stressing  customs  enforcement 
against  narcotic  smuggling. 

Monthly  lectures  were  continued  at  each  class  of  inspectors,  agents, 
and  import  specialists  at  the  National  Training  Center,  to  emphasize 
that  courtesy,  tact,  and  consideration  for  the  traveler  must  accom- 
pany intensified  enforcement  efforts. 

Of  over  50,000  letter  requests  for  information  received  from  the 
traveling  public,  76  percent  were  received  during  the  last  6  months 
of  the  fiscal  year. 

Investigative  activities 

The  Customs  Agency  Service  of  the  Office  of  Investigations  is  the 
primary  investigative  and  enforcement  arm  of  the  Bureau.  A  study 
recommending  radical  changes  in  that  organization  was  made  during 
the  year.  These  changes  were  approved  for  implementation  at  the 
beginning  of  fiscal  1971. 

During  fiscal  1970  approximately  300  special  agents  were  added  to 
the  force  and  about  80  customs  port  investigators  were  advanced  to 
special  agents.  Eighteen  new  effices  were  opened  at  Jaclnnan,  Maine; 
AVest  Palm  Beach,  Fla. ;  Lubbock,  Tex.;  Alpine,  Tex.;  Deming,  N. 
Mex. ;  Albuquerque,  N.  Mex. ;  Tucson,  Ariz.;  Phoenix,  Ariz.;  Las 
Vegas,  Nev. ;  Eureka,  Calif. ;  Spokane,  Wash. ;  Williston,  N.  Dak. ;  In- 
ternational Falls,  Minn. ;  Sault  Ste.  Marie,  Mich. ;  Minneapolis,  Minn. ; 
Kansas  City,  Mo. ;  Milwaukee,  Wis. ;  and  Newport,  Vt. 

The  principal  emphasis  of  the  Office  of  Investigations  during  the 
year  has  been  on  stricter  enforcement  of  the  laws  regarding  illegal  en- 
try of  narcotics  and  dangerous  drugs.  A  massive  effort  was  carried  out 
on  the  Mexican-United  States  border  and,  at  yearend,  intensified  en- 
forcement operations  were  in  effect  all  along  the  northern  border  and 
the  eastern  seaboard,  as  well  as  a  continuing  effort  at  all  other  ports. 

A  new  automatic  data  processing  network  to  file  and  disseminate 
enforcement  intelligence  was  established,  initially  with  the  cooperation 
of  the  State  of  California.  Information  concerning  suspected  smug- 
glers and  their  vehicles  was  stored  in  the  computer,  located  at  San 
Diego,  Calif.,  and  selected  border  stations  could  query  the  computer 
by  teletype  concerning  automobiles  entering  from  Mexico  and  receive 
an  answer  within  6  to  10  seconds.  This  portion  of  the  system  is  the  first 
stage  in  the  nationwide  Customs  ADP  Intelligence  Network  (CAD 
PIN)  to  integrate  information  on  criminal  activity  in  one  easily  and 
speedily  accessible  ADP  file. 

Cases  investigated. — The  number  of  cases  investigated  under  cus- 
toms, navigation,  and  related  laws  enforced  by  Customs  increased  from 
28,175  in  fiscal  1969  to  32,040  in  fiscal  1970,  as  shown  in  the  Statistical 
Appendix. 

Arrests. — There  was  a  total  of  7,340  arrests  during  the  year,  as  com- 
pared to  6,200  in  1969,  with  2,006  convictions  under  U.S.  statutes  and 
3,064  turned  over  to  local  authorities. 
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Activity 


Fiscal 

years 

Percentage 
increase 

1969 

1970 

2,639 

3,927 

48.8 

6,200 

7,340 

18.4 

2,117 

3,064 

44.7 

621 

663 

6.8 

13 

23 

76.9 

1,795 

2,006 

11.8 

328 

454 

38.4 

38 

57 

50.0 

3,927 

4,977 

26.7 

Persons  under  or  awaiting  Indictment  at  beginning  of  year. 

Arrests _ 

Turned  over  to  other  agencies _-- _ 

Prosecutions  declined. .  _ _ 

Not  indicted _ 

Convictions  under  U.S.  statutes 

Dismissals  and  acquittals 

Nolle  prossed 

Persons  under  or  awaiting  indictment  at  end  of  year. 


Merchandise  seizures. — Customs  seizures  of  merchandise  for  various 
violations  of  customs  laws,  by  number  and  value,  are  shown  in  the 
Statistical  Appendix. 

Drug  seizures. — In  fiscal  1970,  there  were  extraordinary  increases  in 
seizures  of  cocaine,  hashish,  marihuana,  and  dangerous  drugs.  Details 
are  shown  in  the  following  table. 


Drug  seizures 


Fiscal  years 


1969 


1970 


Percentage 

increase  or 

decrease  (— ), 

in  amount 

seized 


Narcotics: 

Heroin: 

Grams 141,269 

Pounds. 311.43 

Number  of  seizures -  240 

Opium: 

Grams 15,347 

Pounds 33.88 

N  umber  of  seizures. _ 42 

Cocaine:  ' 

Grams... NA 

Pounds - NA 

Number  of  seizures N A 

other: 

Grams _ 90,213 

Pounds - 198.87 

Number  of  seizures 253 

Hallucinogens: 

Hashish: 

Grams - 282,771 

Pounds 623.39 

Number  of  seizures 186 

Marihuana: 

Grams. _ 25,929,683 

Pounds -- 57,164 

Number  of  seizures.. _ 2, 673 

Dangerous  drugs:  ^ 

5-grain  units.. 4,763,361 

Number  of  seizures. 630 


20,642 

45. 51  -85 

203 

9,390 

20. 70  -39 

42 


48, 944 
107.  90 


17,  745 

39.12 

335 


-26 


1,416,212 

3, 122.  22  +401 

646 

47,311,901  .- 

104, 305.  43  +82 

4,113 

12, 271,  023  +158 

1,080 - 


NA  Not  available. 

'  Included  in  "other"  in  fiscal  69. 

-  Consisting  principally  of  amphetamines  and  barbiturates. 


Foreign  trade  zones 

Customs  duties  and  internal  revenue  taxes  collected  during  fiscal 
1970  from  the  10  zones  in  operation  amounted  to  $11,131,404. 

The  following  table  summarizes  foreign  trade  zone  operations 
during  fiscal  1970. 
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Number  - 

of 
entries 

Keceived  in  zone 

Long             Value 
tons 

Delivered  from  zone 

Duties  and 

Trade  zone 

Long 
tons 

Value 

revenue 

taxes 

collected 

3.690 

23, 252 
26, 441 
14, 215 

4,307 
30 

1.610 

1.250 
348.  789 
24, 183 

4,092 

$37, 152, 777 

26. 210, 309 

2, 045, 243 

483, 391 

216,  785 

2,  836, 110 

1, 325, 251 

6, 615, 549 

13, 284, 542 

6, 000,  597 

28, 265 

27, 023 

21, 780 

5,112 

78 

1.172 

973 

234. 242 

21, 265 

3,293 

$34,  385, 360 
24,660,258 

3,176,420  . 

7,138,440 
172,494 

1, 749, 470 

1, 190, 477 
10, 849, 947 
13, 169, 329 

4, 952, 348 

$2, 188, 668 

New  Orleans --- 

4.194 

3,897,891 

1.248 

487, 901 

San  Francisco  (subzone) 

Seattle 

78 
423 
469 

36, 536 
227, 957 
127, 337 

3 

16, 440 

Toledo 

Honolulu --- 

196 
6,384 

3. 360, 050 
788, 624 

Total ---- 

...      16,685 

448, 169 

96, 170, 554 

343. 203 

101, 444, 543 

11, 131, 404 

>  Due  to  the  nature  of  the  transactions  in  this  subzone,  entries  are  not  required  and  duties  and  internal 
revenue  taxes  are  not  collected. 

Cost  of  administration 

Customs  operating  expenses  amounted  to  $129,420,353,  including 
export  control  expenses  and  the  cost  of  additional  inspection  reim- 
bursed by  the  Department  of  Agriculture. 

The  following  table  shows  man-years  employment  data  in  fiscal 
years  1969  and  1970. 


Operation 


Man-years   Man-years     Percentage 

1969  1970  increase  or 

decrease  (— ) 


Regular  customs  operations: 

Nonreimbursable .- 8,222  8,900 

Reimbursable  ' 435  418 

Total  regular  customs  employment - . . 

Export  control -- 

Additional  inspection  for  Department  of  Agriculture 

Total  employment 9,143  9,792 


8.2 
-3.9 


8,  657 

9,318 

7.6 

208 

197 

-5.3 

278 

277 

-  .4 

7.1 


I  Salaries  reimbursed  to  the  Govermnent  by  the  private  firms  who  received  the  exclusive  services  of 
these  employees. 

Office  of  Director  of  Practice 

The  Office  of  Director  of  Practice  is  a  part  of  the  Office  of  the  Secre- 
tary of  the  Treasury  and  is  under  the  immediate  supervision  of  the 
General  Counsel.  Pursuant  to  the  provisions  in  Treasury  Department 
Circular  No.  230  (31  CFR,  Pt.  10),  the  Director  of  Practice  institutes 
and  provides  for  the  conduct  of  disciplinary  proceedings  against  at- 
torneys, certified  public  accountants,  and  enrolled  agents  who  are  al- 
leged to  have  engaged  in  disreputable  conduct  or  who  are  alleged  to 
have  violated  the  rules  and  regulations  regarding  practice  before  the 
Internal  Revenue  Service.  The  Director  of  Practice  also  exercises  juris- 
diction, as  the  first  level  of  administrative  appeal,  in  those  cases  where 
the  Commissioner  of  Internal  Revenue  denies  an  application  for  en- 
rollment to  practice  before  the  Internal  Revenue  Service  made  by  per- 
sons seeking  enrollment  pursuant  to  Section  10.4  of  Circular  230. 

On  July  1, 1969,  there  were  62  derogatory  information  cases  pending 
in  the  Office  under  active  review  and  evaluation,  two  of  which  were 
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awaiting  presentation  or  decision  before  a  hearing  examiner.  During 
the  fiscal  year  169  cases  were  added  to  the  case  load  of  the  Office. 
Disciplinary  action  was  taken  in  55  cases,  either  by  the  Office  or  by 
order  of  a  hearing  examiner.  These  55  actions  consisted  of  two  orders 
of  disbarment,  28  suspensions  (either  by  order  of  the  examiner  or  by 
consent  of  the  practitioner) ,  23  reprimands,  and  two  instances  where 
an  enrolled  agent  was  permitted  to  terminate  by  resignation  his  en- 
rollment to  practice  before  the  Internal  Revenue  Service.  The  55  ac- 
tions affected  16  attorneys,  21  certified  public  accountants,  and  18 
enrolled  agents. 

Nine  proceedings  for  disbarment  or  suspension  were  initiated  before 
a  hearing  examiner  during  fiscal  1970.  Therefore,  including  the  two 
cases  remaining  on  the  examiner's  docket  on  July  1,  1969,  there  were 
11  cases  before  the  examiner  during  fiscal  1970.  In  four  cases,  the  com- 
plaint which  initiated  the  proceedings  was  withdrawn  after  stipula- 
tion settlement  was  reached  whereby  the  respondent  consented  to  a 
suspension  from  further  practice  before  the  Internal  Revenue  Service. 
Decisions  by  the  examiner  were  rendered  in  five  of  the  cases.  In  two 
cases,  one  involving  an  attorney  and  one  involving  a  certified  public 
accountant,  the  examiner's  initial  order  was  that  the  respondents  be 
disbarred  from  further  practice  before  the  Service.  In  the  remaining 
three  cases,  the  examiner  issued  initial  orders  for  suspension  from 
practice  before  the  Internal  Revenue  Service.  As  of  June  30,  1970,  two 
cases  were  pending  on  the  examiner's  docket  awaiting  presentation. 

Ninety-six  cases  were  removed  from  the  Office  case  load  during  fiscal 
1970  after  review  and  evaluation  showed  that  the  allegations  of  mis- 
conduct did  not  state  sufficient  grounds  to  maintain  a  disciplinary  pro- 
ceeding under  the  regulations  of  circular  230.  Including  the  two  cases 
pending  on  the  examiner's  docket,  there  were  78  derogatory  informa- 
tion cases  under  consideration  in  the  Office  as  of  June  30, 1970. 

During  June  1970,  two  applicants  filed  appeals  from  decision  of  the 
Commissioner  of  Internal  Revenue  denying  their  application  for  en- 
rollment to  practice  before  the  Internal  Revenue  Service.  Both  appeals 
were  under  consideration  at  the  fiscal  yearend.  Two  practitioners  peti- 
tioned the  Director  of  Practice,  pursuant  to  Section  10.75  of  Circular 
230,  for  reinstatement  to  practice  before  the  Internal  Revenue  Service. 
Favorable  consideration  was  given  to  each  petition  and  reinstatement 
was  accordingly  granted. 

Early  in  the  fiscal  year,  the  American  Bar  Association  finalized  the 
establislunent  of  the  National  Discipline  Data  Bank  at  the  American 
Bar  Association  Center  in  Chicago.  The  National  Discipline  Data 
Bank  (which  began  operations  on  April  1,  1970)  consists  of  a  nation- 
wide depository  of  information  on  attorneys  who  have  been  disbarred, 
suspended,  resigned  during  disciplinary  proceedings,  or  subjected  to 
a  public  reprimand.  The  Office  of  Director  of  Practice  was  the  only 
Federal  administrative  agency  invited  to  participate  and  cooperate  in 
this  important  project. 

Office  of  Domestic  Gold  and  Silver  Operations 

The  Office  of  Domestic  Gold  and  Silver  Operations,  in  the  Office  of 
the  Under  Secretary  for  Monetary  Affairs,  assists  the  Under  Secretary 
and  the  Assistant  Secretary  (Economic  Policy)  in  the  formulation. 
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execution,  and  coordination  of  policies  and  programs  relating  to  gold 
and  silver  in  both  their  monetary  and  commercial  aspects.  The  Office 
administers  the  Treasury  Department  gold  regulations  relating  to  the 
purchase,  sale,  and  control  of  industrial  gold  and  gold  coin;  issues 
licenses  and  other  authorization  for  the  use,  import  and  export  of  gold, 
and  for  the  importation  and  exportation  of  gold  coin ;  receives  and  ex- 
amines reports  of  operations;  and  investigates  and  supervises  the 
activities  of  users  of  gold.  Investigations  into  possible  violations  of  the 
gold  regulations  are  coordinated  with  the  U.S.  Secret  Service,  the 
Bureau  of  Customs  and  other  enforcement  agencies. 

Gold 

Use  of  gold  for  industiial  puvposes. — Sales  of  gold  by  the  Treasury 
for  industrial  use  and  purchases  from  the  private  market  were  termi- 
nated on  March  18,  1968.  Since  that  date,  gold  used  in  industry,  the 
professions,  and  art  in  the  United  States  has  come  from  new  domestic 
production  and  from  imports.  Estimated  industrial  use  of  gold  in  the 
United  States  during  the  calendar  year  1969  was  7,109,000  ounces  as 
compared  with  6,604,000  ounces  in  1968.  Of  this  amount,  5,242,000  fine 
troy  ounces  were  imported  in  1969  for  commercial  use  and  the  other 
1,867,000  ounces  came  from  U.S.  mine  production.  The  estimated  use  of 
gold  and  its  allocation  by  types  is  shown  in  the  following  table. 

Estimated  net  industrial  use  of  gold  for  calendar  year  1969 

Fine  ounces     Percent 

Jewelry  and  arts .- .-.- 3,839,000  54 

Dental- - 710,000  10 

Industrial,  including  space  and  defense 2,560,000  36 

Total - 7,109,000  100 


Exports  of  gold. — On  April  20,  1970,  the  regulations  governing  ex- 
ports of  gold  were  amended  to  authorize  the  issuance  of  licenses  per- 
mitting holders  of  certain  types  of  Treasury  gold  licenses  to  export 
gold  bullion  for  sale  in  foreign  countries,  subject  to  existing  restrictions 
on  transactions  in  gold  with  U.S.  nationals  abroad  and  foreign  mone- 
tary authorities.  Prior  to  this  amendment,  export  licenses  were  issued 
only  for  the  export  of  gold  for  refining  and  return  or  manufacture  into 
fully  fabricated  items. 

Gold  coins. — Licenses  are  required  to  import  gold  coins  minted 
during  or  after  1934.  Licenses  are  issued  only  for  coins  of  recognized 
special  value  to  collectors  of  rare  and  unusual  coin.  Gold  coins  minted 
after  January  1,  1960,  may  not  be  imported  unless  the  particular  coin 
had  been  licensed  for  importation  prior  to  April  30, 1969.  The  number 
of  gold  coins  licensed  by  the  Treasury  was  3,893  in  the  calendar  year 
1969  as  compared  with  20,399  gold  coins  licensed  in  calendar  year 
1968.  During  the  first  half  of  1970,  91  gold  coins  were  licensed.  The 
decrease  from  the  1968  figure  reflects  in  part  the  elimination  in  1968  of 
the  requirement  that  licenses  be  obtained  for  pre-1934  coins. 

Licensing  of  gold  dealers. — The  Office  continued  licensing  banks  and 
commodity  firms  to  acquire  and  import  gold  for  sale  to  domestic  Indus- 
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trial  users.  Seventeen  such  licenses  were  outstanding  at  the  end  of  the 
fiscal  year. 

Silver. — Sales  of  Treasury  silver  for  domestic  industrial  use  at  going 
market  rates  on  a  competitive  sealed  bid  basis  continued  during  fiscal 
1970.  The  sales  are  conducted  by  GSA,  as  agent  for  the  Treasury. 
During  fiscal  1970,  73,070,799  ounces  of  silver  were  contracted  for  sale 
under  this  program  at  a  profit  to  the  Government  of  $25,675,334. 

On  June  18,  1970,  the  Treasury  announced  that  sales  of  silver  from 
the  Department's  existing  stock  would  continue  at  the  rate  of  1.5 
million  ounces  per  week  through  November  10,  1970.^ 

Bureau  of  Engraving  and  Printing 

The  Bureau  of  Engraving  and  Printing  is  responsible  for  manu- 
facturing U.S.  paper  currency,  various  public  debt  instruments,  and 
most  other  evidences  of  a  financial  character  issued  by  the  Government, 
such  as  postage  and  internal  revenue  stamps,  food  coupons,  and  mili- 
tary payment  certificates.  In  addition,  the  Bureau  prints  commissions, 
certificates  of  awards,  permits,  and  a  wide  variety  of  other  miscel- 
laneous items.  The  Bureau  also  executes  certain  printings  for  various 
territories  administered  by  the  United  States. 

The  Bureau  conducts  extensive  research  and  development  programs 
for  improving  the  quality  of  its  products,  reducing  manufacturing 
costs,  and  strengthening  deterrents  to  the  counterfeiting  of  Govern- 
ment securities.  It  manufactures  ink  and  gum  used  for  its  products; 
purchases  materials,  supplies,  and  equipment;  provides  maintenance 
services  for  its  buildings,  plant  machinery,  and  ecjuipment ;  and  stores 
and  delivers  its  products  in  accordance  with  requirements  of  customer 
agencies. 

Management  review 

In  December  1969,  a  five-member  study  team,  composed  of  three 
representatives  from  the  staff  of  the  Office  of  the  Secretary  and  two 
from  the  Bureau,  completed  a  comprehensive  review  and  evaluation  of 
the  Bureau's  organization  and  management.  The  objective  of  the  study 
was  to  evaluate  the  effectiveness  of  current  policies  and  practices  and 
to  determine  if  financial  economies  and  increased  efficiency  could  be 
achieved.  The  scope  of  this  review  extended  to  the  role  and  mission  of 
the  Bureau,  covering  every  aspect  of  Bureau  operations. 

In  its  report  of  this  review,  the  survey  team  concluded  "that  the 
Bureau  of  Engraving  and  Printing  is  managed  in  an  efficient,  effective, 
and  progressive  manner  by  the  Director,  Deputy  Director,  Office 
Chiefs,  and  Division  Superintendents."  The  report  was  highly  com- 
plimentary of  the  Bureau's  "management  team"  approach  to 
operations. 

Plans  for  modernization 

During  fiscal  1970,  the  Director  of  the  Bureau  visited  12  European 
countries  to  observe  major  national  bank  note  printing  plants,  na- 
tionally and  commercially  contracted  postage  stamp  printers,  security 
paper  manufacturers,  security  ink  manufacturers,  and  manufacturers 

1  See  exhibit  59  j 
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of  currency  and  postage  stamp  presses  and  processing  equipment.  This 
experience  proved  of  immediate  value  in  allowing  comparison  and 
exchange  of  technical  information ;  in  creating  a  new  awareness  of  the 
tedhniques  employed  by  international  counterparts,  as  a  basis  for  eval- 
uating present  technological  planning;  and  in  establishing  ^ood-will 
relationships  to  provide  for  a  continuing  exchange  of  technical  data 
and  information. 

Planning  this  year  centered  primarily  on  the  acquisition  of  two  addi- 
tional high-speed  sheet-fed  printing  presses  for  the  production  of 
currency,  a  prototype  model  of  currency  overprinting  and  processing 
equipment  (COPE ) ,  to  automate  some  of  the  more  costly  processing 
operations  associated  with  the  production  of  currency  notes,  automatic 
equipment  to  replace  the  present  manual  operations  for  making  food 
coupons  and  postage  stamps  into  book  form,  and  a  seven-unit  roto- 
gravure printing  press  to  meet  specific  requirements  for  gravure- 
printed  multicolor  commemorative  postage  stamps,  as  well  as  new 
design  aerogrammes  for  the  Post  Office  Department. 

Currency  program 

Deliveries  of  currency  notes  in  fiscal  1970  totaled  approximately 
2.5  billion  pieces,  as  compared  to  2.4  billion  pieces  in  fiscal  1969.  De- 
spite large  increases  in  costs  of  labor  and  materials,  the  unit  cost 
rate  of  manufacturing  currency  in  1970  of  $8.02  per  thousand  notes, 
came  close  to  meeting  the  noteworthy  low  of  $7.95  attained  in  1969. 

In  order  to  meet  an  increasing  demand  for  currency,  the  Bureau  is 
constantly  planning  and  implementing  programs  for  the  moderniza- 
tion of  its  currency  manufacturing  operations  and  facilities.  Long- 
range  planning  is  directed  toward  the  replacement  of  those  existing 
currency  printing  presses  which  are  now  fully  depreciated  and  techno- 
logically obsolete  and  the  development  and  aco[uisition  of  a  suffi- 
cient number  of  production  models  of  custom-designed  currency  over- 
printing and  processing  equipment  to  supplant  present  manual  cur- 
rency finishing  operations.  The  planned  modernization  will  not  only 
allow  an  increased  production  capability,  w'hich  will  be  consistent 
with  the  projected  growth  rate  in  currency  demands,  but  it  will  also 
allow  for  the  incorporation  of  the  latest  advances  in  the  continually 
evolving  technology  of  the  graphic  arts. 

Studies  conducted  of  the  manual  finishing  operations  for  currency, 
pending  the  development  of  the  automated  currency  overprinting 
and  processing  equipment,  led  to  interim  improvements  being  made  in 
these  operations  in  March  1970.  Implementation  of  these  procedures, 
coupled  with  the  attainment  of  an  all-time  low  in  the  currency  spoil- 
age rate,  has  resulted  in  greatly  increased  employee  productivity,  with 
an  associated  savings  in  manpower  requirements. 

Postage  stamp  program 

Production  of  postage  stamps  is  the  second  most  important  segment 
of  the  operations  of  the  Bureau  of  Engraving  and  Printing.  In  order 
to  have  the  flexibility  to  meet  the  requirements  of  the  Post  Office  De- 
partment for  gravure  printed  work,  the  first  high-speed,  web-fed, 
seven-unit,  gravure  press  was  delivered  in  July  1970.  Plans  were  made 
to  prepare  the  pressroom,  with  provision  for  proper  alignment  of 
operations  and  flow  of  products.  Tlie  Bureau  has  planned  to  use  this 
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rotogravure  press  to  produce  certain  multicolor  commemorative  post- 
age stamp  issues  until  a  combined  rotogravure,  line-intaglio,  web  press 
can  bo  obtained.  The  first  contingent  of  three  foremen  and  six  printers 
has  been  scheduled  to  attend  training  sessions  relating  to  the  gravure 
press  operations. 

It  is  the  Bureau's  objective  to  combine  the  unique  advantages  of 
the  gravure  and  the  line-intaglio  processes  to  produce  postage  stamps 
with  the  full,  unrestricted  color  potential  of  gravure,  enhanced  by  the 
esthetic  and  security  features  of  line  engraving.  Accordingly,  plans 
have  been  made  for  the  acquisition  of  a  combination  gravure-intaglio 
presSj  with  capabilities  for  such  combined  printing,  as  well  as  for  per- 
forating and  phosphor  tagging.  These  presses  will  introduce  new  di- 
mensions in  the  Bureau's  production  of  multicolor  postage  stamps. 

Deliveries  of  U.S.  postage  stamps  remained  relatively  constant,  ap- 
proximately 26.2  billion  pieces  in  fiscal  1970,  as  compared  to  27.4 
billion  pieces  in  fiscal  1969.  New  issues  of  postage  stamps  delivered 
in  fiscal  1970  are  shown  in  the  Statistical  Appendix. 

Food  coupon  program 

The  printing  and  processing  of  the  number  of  food  coupons  requi- 
sitioned by  the  Department  of  Agriculture  is  becoming  an  increas- 
ingly important  segment  of  Bureau  operations.  Food  coupon  deliveries 
increased  from  502  million  pieces  in  fiscal  1969  to  964  million  pieces 
in  1970. 

This  year,  food  coupons  were  produced  only  in  50  cents  and  $2  de- 
nominations. The  Department  of  Agriculture  has  been  receptive  to 
a  Bureau  proposal  for  the  issuance  of  a  $5  food  coupon,  in  addition  to 
the  current  denominations.  This  change  will  result  in  considerable 
savings  by  reducing  production  requirements  for  the  volume  of  cou- 
pons issued. 

Estimated  savings  of  $117,500  were  realized  in  fiscal  1970  from  use 
of  the  new  collating-stitching-slitting  machine  that  was  installed  late 
in  fiscal  1969  for  perfoi-ming  the  former  manual  operations  used  in 
processing  full  sheets  of  food  coupons  into  books.  Following  installa- 
tion of  this  machine,  a  complete  reevaluation  of  the  food  coupon 
program  was  made  with  a  view  to  reducing  production  costs.  It  is 
estimated  that  further  savings  of  13  man-years,  or  approximately 
$90,000,  resulted  from  certain  dianges  made  in  persomiel  assignments 
and  processing  operations. 

By  the  close  of  fiscal  1970,  the  Bureau  had  totally  converted  to  im- 
printing serial  numbers  on  all  food  coupons,  as  a  deterrent  to  the  theft 
of  coupons  and  future  request  for  their  redemption.  Consideration  is 
being  given  to  the  possible  advantages  of  numbering  food  coupons 
with  magnetic  ink. 

Awards  program 

A  completely  revised  incentive  awards  program  became  effective  Oc- 
tober 1,  1969.  Significant  changes  were  made  in  the  program  to  im- 
prove its  effectiveness,  by  placing  more  responsibility  for  conducting 
the  program  directly  in  the  hands  of  line  officials  aiid  abolishing  the 
committee  on  employee  awards. 

The  Bureau's  second  annual  performance  awards  ceremony  was  held 
in  April.  Because  of  the  large  number  of  award  recipients,  the  cere- 
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mony  was  held  over  a  3-day  period,  April  15,  16,  and  17.  The  Director 
personally  presented  each  award  and  supervisors  were  present  on  the 
stage  with  their  respective  groups  to  congratulate  the  awardees.  During 
fiscal  1970,  609  employees  received  superior  work  performance  awards, 
34  received  high  quality  pay  increases,  and  nine  received  special  service 
awards.  Nonrecurring  savings  of  $106,005,  or  16%  man-years,  were 
realized  in  fiscal  1970  from  the  superior  work  performance  phase  of 
the  incentive  awards  program.  Under  the  employee  suggestions  pro- 
gram, 266  suggestions  were  received  and  126  suggestions  were  adopted. 
It  is  estimated  that  the  Bureau  will  realize  annual  recurring  savings 
of  $20,090  and  nonrecurring  savings  of  $715  from  suggestions  adopted 
in  fiscal  1970. 

At  the  Department  of  the  Treasury's  sixth  annual  awards  ceremony, 
held  on  October  24,  1969,  the  Bureau  received  the  Secretary's  annual 
award  for  outstanding  accomplishment  for  the  incentive  awards  pro- 
gram. 

Improved  service  to  the  public 

Throughout  the  year,  the  Bureau  conducted  an  active  program  de- 
signed to  improve  communications  with  and  services  to  the  public  and 
to  advance  the  Bureau's  goal  for  increased  public  awareness  of  the 
security  characteristics  of  genuine  currency.  In  fiscal  1970,  the  Bureau 
furnished  exhibit  materials  for  and  participated  in  47  numismatic  and 
philatelic  shows  and  conventions.  Bureau  representatives  accompanied 
the  prepared  exhibit  material  to  explain  and  demonstrate  to  the  public 
the  techniques  of  the  intaglio  process  used  in  the  production  of  cur- 
rency, postage  stamps,  and  other  securities.  Special  programs  were 
geared  to  school  children  attending  these  events.  Public  response  to  the 
Bureau's  participation  has  been  most  enthusiastic. 

The  Bureau  produced  six  distinctive  souvenir  sheets  to  compliment 
certain  major  philatelic  and  numismatic  exhibitions  in  fiscal  1970 :  the 
San  Diego  International  Philatelic  Exhibition ;  the  78th  Anniversary 
of  the  American  Numismatic  Association,  in  Philadelphia ;  the  Fresno 
Numismatic  Society;  the  American  Stamp  Dealer  Association  Na- 
tional Postage  Stamp  Show ;  the  12t]i  International  Stamp  Exhibition, 
in  New  York;  and  the  Combined  Philatelic  Exhibition,  in  Chicago. 
The  souvenir  sheets  were  initially  offered  for  sale  at  the  Bureau's  dis- 
plays at  the  respective  exhibitions,  and  any  sheets  remaining  after 
the  close  of  the  shows  are  sold  to  the  public  directly  from  the  Bureau. 

In  May,  the  Bureau  added  a  new  item,  the  U.S.  Flag  and  Allegiance, 
to  the  group  of  engraved  and  lithographed  printings  available  to  the 
public.  This  print  sells  for  75  cents  each,  including  handling  charges 
and  postage ;  it  proved  to  be  a  very  popular  item,  with  approximately 
4,700  copies  sold  by  June  30. 

During  this  fiscal  year,  861,057  visitors,  as  compared  to  608,323  last 
year,  took  the  self-guided  tour  through  the  Bureau.  Other  tours  were 
conducted  on  an  individual  basis  for  special  visitors,  such  as  agents 
of  the  U.S.  Secret  Service,  representatives  of  foreign  firms  in  the  print- 
ing industry,  writers  and  staff  members  of  numismatic  and  philatelic 
publications,  and  photographers  and  writers  engaged  in  producing 
film  strips  for  television  presentations. 
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Equal  employment  opportunity 

Throughout  the  year,  the  Director  and  management  staff  at  all  levels 
continued  to  devote  their  full  support  to  the  equal  employment  oppor- 
tunity program.  The  Bureau's  overall  EEO  goal  is  the  development  of 
a  climate  of  understanding  in  which  all  employees,  without  question  or 
complaint,  know  that  equality  of  opportunity  exists  in  the  Bureau. 
Significant  improvements  and  changes  have  been  instituted  in  this 
area,  reflecting  the  positive  actions  taken  as  a  result  of  this  program. 

The  employee  committees  for  EEO  meet  regularly  each  month,  in- 
viting guests  from  specialized  areas.  The  Director  is  a  frequent  par- 
ticipant and  attendance  by  other  management  officials  has  increased. 
New  members  were  designated  to  serve  as  employee  committee  mem- 
bers for  fiscal  1971.  Distribution  of  the  monthly  summary  was  ex- 
panded to  include  all  supervisors.  Committee  activity,  as  well  as  gen- 
eral EEO  program  activity,  is  reported  on  a  regular  monthly  basis  to 
the  Director,  EEO  program.  The  Department  of  the  Treasury. 

Labor-management  relations 

It  has  been  a  long-standing  policy  of  the  Bureau  to  foster  construc- 
tive and  harmonious  relationships  with  its  employees  and  labor  or- 
ganizations representing  them.  Special  emphasis  and  attention  is 
directed  toward  the  conduct  of  all  labor-management  dealings  within 
the  spirit  and  intent  of  Executive  Order  11491  of  October  29,  1969. 
At  the  close  of  the  fiscal  year,  the  Bureau  recognized  16  AFL-CIO 
affiliate  unions  and  two  independents.  Included  are  15  grants  of  exclu- 
sive recognition  covering  25  craft  units,  one  noncraft  unit,  and  one 
guard  unit.  There  exist  eight  approved  substantive  labor-management 
agreements.  The  unions  function  as  a  dynamic  part  of  the  Bureau  and 
are  a  major  factor  in  management  considerations. 

Safety  program 

Through  continuation  of  the  revitalized  safety  program  inaugurated 
the  previous  year,  significant  achievements  have  been  noted.  The  Bu- 
reau works  for  zero  accident  months  as  one  of  its  prime  objectives. 

On  May  1,  1970,  the  Director  held  two  meetings  to  give  recognition 
to  925  employees  of  the  18  production  sections  that  worked  a  full  year, 
without  a  disabling  injury.  The  Postage  Stamp  Division  received  spe- 
cial recognition  because  all  five  sections  in  that  Division  had  a  perfect 
year. 

The  many  new  safety  innovations  instituted  during  the  past  year  are 
having  the  desired  effect  of  creating  a  safety  awareness  in  employees 
and  a  sincere  interest  in  improving  the  Bureau's  overall  safety 
performance. 

Training  program 

During  the  year,  1,608  employees  completed  Bureau  or  depart- 
mental training  courses ;  84  employees  completed  interagency  training 
courses;  and  153  employees  attended  specialized  seminars,  train- 
ing classes,  conferences,  and  exhibits  sponsored  by  nongovernment 
organizations. 

Training  was  supplied  at  all  levels  and  in  most  occupations,  to  meet 
the  needs  at  different  stages  of  employment.  The  training  courses  in- 
cluded on-the-job  and  refresher  training  for  current  needs,  develop- 
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mental  training  in  anticipation  of  future  needs,  training  to  develop 
unavailable  skills,  and  training  to  develop  under-utilized  and  dis- 
advantaged employees. 

Internal  audit 

In  the  interest  of  maintaining  efficient  and  economic  operations,  the 
Bureau  continued  to  conduct  intensive,  announced  and  unannounced 
audits,  providing  for  both  fiscal  auditing  and  auditing  of  operations. 
During  fiscal  1970,  22  reports  of  audit,  containing  86  recommenda- 
tions for  improvements,  were  released  for  management  consideration 
and  action. 

Savings  from  cost  reduction  and  management  improvement  efforts 

The  Bureau's  objective  is  to  maximize  effectiveness  in  the  timely  and 
economical  production  of  its  products  through  optimum  utilization  of 
manpower,  equipment,  and  other  resources. 

Estimated  savings  totaling  approximately  $998,000  on  a  recurring 
annual  basis  and  $107,000  on  a  one-time  basis  were  identified  for  fiscal 
1970  as  a  result  of  the  Bureau's  overall  cost  reduction  and  manage- 
ment improvement  efforts.  All  savings  realized  are  passed  on  to  cus- 
tomer agencies  through  reduced  billing  rates.  Noteworthy  savings  in 
fiscal  1970  were  $117,500  from  the  purchase,  installation,  and  use  of  a 
12-station,  sheet-fed,  collating  machine  in  the  production  of  food 
coupon  sheets  and  book  covers;  $136,000  from  the  award  of  an  ex- 
clusive 4-year  contract  to  furnish  the  requirements  of  distinctive  cur- 
rency paper  at  a  reduced  imit  cost  per  pound ;  and  $390,000  represent- 
ing a  pro  rata  share  of  the  recurring  annual  savings  anticipated  to  be 
realized  from  reduced  spoilage  and  changes  made  in  the  manual 
finishing  operations  in  processing  currency. 

Finances 

Bureau  operations  are  financed  by  reimbursements  to  the  Bureau  of 
Engraving  and  Printing  fund,  as  authorized  by  law.  Comparative 
financial  statements  for  fiscal  years  1969  and  1970  appear  in  the  Statis- 
tical Appendix. 

Deliveries  of  finished   work 

A  comparative  statement  of  deliveries  of  finished  work  for  fiscal 
years  1969  and  1970  appears  in  the  Statistical  Appendix. 

Fiscal  Service 

BUREAU  OF  ACCOUNTS 

The  functions  of  the  Bureau  are  Government-wide  in  scope.  They 
include  central  accounting  and  financial  reporting  relating  to  the 
Government  as  a  whole ;  disbursing  for  virtually  all  civilian  agencies ; 
supervising  the  Government's  depositary  system;  determining  quali- 
fications of  insurance  companies  to  do  surety  business  with  Govern- 
ment agencies ;  a  variety  of  fiscal  activities,  such  as  investment  of  trust 
funds,  agency  borrowings  from  the  Treasury,  international  claims  and 
indebtedness,  and  liquidation  of  the  Postal  Savings  System;  and 
Treasury  staff  representation  in  the  joint  financial  management  im- 
provement program. 
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Management  improvement 

Under  the  cost  reduction  and  management  improvement  program, 
savings  of  $620,000  were  realized  during  fiscal  1970,  attributable  to 
further  improvements  in  technology  and  systems,  realinement  of  or- 
ganization and  staffing,  and  the  fruits  of  continuing  programs  for  the 
development  of  people  in  management  and  operating  skills  at  all 
levels. 

Personnel 

A  reorganization  of  the  Bureau,  effective  July  1,  1969,  among  other 
things,  merged  the  central  accounting  and  reporting  functions  of 
the  former  Division  of  Central  Accounts  and  Reports  with  the  re- 
lated systems  development  activities  and  the  investment  of  Govern- 
ment funds  operations  into  a  new  Division  of  Government  Financial 
Operations.  The  reorganization  has  achieved  its  purpose — better  utili- 
zation of  manpower  and  enhancement  of  potential  of  career  personnel. 

A  great  deal  of  emphasis  was  placed  during  the  year  on  evaluation 
of  personnel  programs,  in  terms  of  goals  established  for  the  Bureau 
as  a  whole  and  the  effectiveness  of  those  programs  in  achieving  those 
goals.  Another  program  given  special  emphasis  was  youth  involvement 
in  Government;  a  Bureau-wide  youth  committee  was  chartered  to 
come  up  with  recommendations  for  the  more  active  participation  of 
young  careerists  in  management.  Staffing  efforts  of  the  Bureau  were 
particularly  fruitful,  culminating  in  bringing  on  board  over  20  career 
development  trainees. 

Systems  improvement 

Bureau  staff'  continued  to  represent  the  Treasury  on  the  steering 
committee  and  study  teams  of  the  joint  financial  management  improve- 
ment program.  Primary  attention  was  given  to  implementing  the 
recommendations  of  the  President's  Commission  on  Budget  Concej^ts 
as  described  under  "Government-wide  Financial  Management."  ^ 

During  the  year,  other  systems  work  included  a  number  of  studies 
to  improve  internal  procedures  and  further  codification  of  Govern- 
ment-wide regulations  within  the  Treasury  Fiscal  Requirements  Man- 
ual. Procedural  requirements  were  prescribed  for  Government  agencies 
concerning  the  following  matters:  (1)  Central  accounting  and  finan- 
cial reporting  for  receipts,  disbursements,  and  related  cash  operations 
of  the  Federal  Government;  (2)  the  withdrawal  of  cash  from  the 
Treasury  for  advances  under  Federal  grants  and  other  programs  con- 
sistent with  the  restatement  of  policy  in  Treasury  Department  re- 
vised Circular  No.  1075 ;  (3)  tax  withholdings  applicable  to  reimburse- 
ments of  allowances  for  moving  expenses;  (4)  special  notice  con- 
cerning new  interest  rates  on  series  E  bonds  and  discontinuance  of 
Freedom  Share  Notes  applicable  to  payroll  savings  plans  of  Govern- 
ment agencies;  (5)  the  withholding  of  State  income  tax  by  Federal 
agencies  from  employees' wages ;  and  (6)  unclaimed  moneys. 

The  Federal  Tax  Deposit  System  established  in  fiscal  1967  was 
extended  during  fiscal  1970  to  include  the  collection  of  Federal  unem- 
ployment taxes. 

1  In  the  "Review  of  Treasury  Operations"   section  of  this  report,  pages  8-9. 
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A  survey  of  civilian  and  military  payrolls  paid  in  September  1969 
revealed  that  substantial  savings  are  being  realized  through  the  issu- 
ance of  composite  net  salary  checks.  Such  a  check  is  issued  to  a  finan- 
cial organization  to  pay  a  number  of  personnel  who  have  elected  to  be 
paid  by  credit  to  their  accounts  in  that  financial  organization.  In  view 
of  the  efficiency  and  economy  for  the  Government  inherent  in  com- 
posite check  applications,  the  implementation  of  procedures  for  the 
issuance  of  composite  checks  for  agency  payroll  offices  which  have 
potential  applications  is  receiving  the  highest  priority.  In  the  Treas- 
ury disbursing  area,  arrangements  were  underway  at  yearend  with 
seven  agencies  with  a  total  of  30  separate  payroll  offices  for  the  estab- 
lishment of  such  procedures. 

Central  accounting  and  reporting 

In  May  1970,  Treasury  Circular  No.  945  was  converted  to  a  brief 
policy  statement  and  all  procedural  instructions  were  incorporated  in 
the  Treasury  Fiscal  Requirements  Manual,  Part  II,  Central  Ac- 
counting and  Reporting.  This  release,  under  Transmittal  Letter  No.  45, 
prescribed  several  minor  procedural  changes  but  its  primary  purpose 
was  to  document  in  manual  form  the  present  system  of  central  account- 
ing and  reporting  for  cash  operations  of  the  Federal  Government, 

Actions  were  taken  to  accelerate  yearend  closing  operations.  Govern- 
ment-wide, for  fiscal  1970.  A  revised  schedule  under  Circular  No.  965 
was  issued  to  agencies  in  June,  setting  forth  dates  for  finalizing  receipt 
and  outlay  data  and  for  submission  and  feedback  of  data  to  be  included 
in  Treasury's  annual  Combined  Statement.  This  release,  in  line  with 
the  stated  objectives  of  the  joint  financial  management  improvement 
program,  was  intended  to  enable  Treasury  to  publish  final  budget  re- 
sults on  a  more  timely  basis  and  permit  agencies  to  discontinue  tra- 
ditional preoccupation  with  "prior-year"  figures  long  into  the  current 
fiscal  year. 

Also,  in  June  1970,  the  Bureau  of  Accounts  issued  Transmittal 
Letter  No.  46  to  the  Treasury  Fiscal  Requirements  Manual  pre- 
scribing a  change  in  the  basis  of  reporting  collections  on  SF-224 
Statement  of  Transactions.  With  this  change,  effective  June  30,  1970, 
all  moneys  received  for  deposit  are  now  being  reported  on  a  "collec- 
tions received"  basis. 

During  the  year.  Bureau  staff  continued  to  represent  the  Treasury 
in  joint  efforts  with  the  Bureau  of  the  Budget  and  the  General  Ac- 
counting Office  toward  Government-wide  implementation  of  the  ac- 
crual basis  and  conversion  of  the  President's  budget  and  related 
Treasury  reports.  In  July  1969,  the  Bureau  of  Accounts  issued  Trans- 
mittal Letter  No.  36  to  the  Treasury  Fiscal  Requirements  Manual, 
prescribing  revised  reporting  requirements  for  monthly  agency  re- 
ports on  the  accrual  basis.  The  Government-wide  pilot  operation  of 
agency  reporting,  begun  July  1968,  was  continued  throughout  fiscal 
1970  and  unpublished  statements  of  accrual  data  were  prepared 
monthly  for  review  and  evaluation  by  the  central  financial  agencies. 

On  February  25,  1970,  Secretary  Kennedy,  Budget  Director  Mayo, 
and  Comptroller  General  Staats  met  to  assess  the  pilot  operation.  They 
concluded  that  the  President's  budget  for  fiscal  1972  should  be  con- 
verted to  an  accrual  basis  according  to  the  planned  timing,  subject 


ADMINISTRATIVE    REPORTS  97 

to  the  understanding  that  certain  problem  areas  prechided  conversion 
to  a  "full  accrual"  basis  immediately.  The  decision  to  convert  the 
fiscal  1972  budget  to  a  "modified"  accrual  basis  was  announced  by  the 
Budget  Director  on  April  13  in  a  letter  to  heads  of  departments  and 
agencies. 

Several  improvements  were  inade  during  the  year  in  Government- 
wide  financial  reports.  In  the  Treasury  Bulletin,  a  new  (trust  fund 
transactions)  table  was  introduced  and  the  series  of  tables  on  the 
Federal  debt  were  revised.  Also,  in  response  to  a  request  for  more 
timely  obligation  data,  the  publication  of  such  data  in  the  Treasury 
Bulletin  was  accelerated  by  1  month  with  the  cooperation  of  reporting 
agencies. 

Auditing 

During  fiscal  1970,  the  audit  staff  conducted  12  financial  audits  and 
five  management  audits  of  varying  scope  in  carrying  out  its  review  of 
Bureau  activities.  In  addition,  management  surveys  were  performed 
in  seven  regional  offices. 

Also  completed  was  the  annual  examination  of  the  financial  state- 
ments and  related  supporting  data  of  surety  companies  holding  Cer- 
tificates of  Authority  as  acceptable  sureties  on  bonds  running  in 
favor  of  the  United  States  (6  U.S.C.  8).  Certificates  are  renewable 
each  July  1  and  a  list  of  approved  companies  (Department  Circular 
570,  revised)  is  published  annually  in  the  "Federal  Register"  for  the 
information  of  Federal  bond  approving  officers  and  persons  required 
to  give  bonds  to  the  United  States.  As  of  June  30,  1970,  a  total  of  260 
companies  held  certificates. 

General  coordination  and  staff  assistance  were  also  furnished  for 
the  annual  audit  of  the  Exchange  Stabilization  Fund. 

Disbursing  operations 

This  year,  the  12  field  offices  comprising  the  Division  of  Disburse- 
ment produced  a  total  of  497.9  million  check  and  bond  items  at  an 
average  unit  cost  of  2.8  cents.  Ninety-eight  percent  of  the  total  items 
produced  were  generated  by  the  eight  disbursing  centers  equipped 
with  computers.  Tlie  newest  computerized  office  (Denver)  was  con- 
verted and  became  operational  in  November  1969. 

Because  of  its  increased  capacity  and  continuous  high  productivity, 
the  central  disbursing  activity  has  been  able  to  provide  services  bene- 
fiting the  public  and/or  Government  agencies  by  reducing  costs  or 
improving  services.  Examples  include:  (1)  ADP  payroll  accounting 
service  for  certain  small  agencies  unable  to  perform  these  services 
for  themselves;  (2)  disbursmg  service  for  the  District  of  Columbia 
Government,  U.S.  Courts,  Comptroller  of  the  Currency,  and  U.S. 
Soldiers'  Home,  on  a  reimbursable  basis;  (3)  the  production  and 
mailing  of  nearly  87  million  Federal  Tax  Deposit  forms  annually; 
and  (4)  issuing  nearly  1.1  million  series  E  savings  bonds  annually  for 
the  Bureau  of  the  Public  Debt  to  General  Electric  Corp.  employees. 

The  following  projects  or  activities  resulted  in  monetary  and/or 
man-year  savings  for  the  Bureau  of  Accounts  or  the  agency  serviced : 

(1)  Installation  of  a  small,  used  computer  in  the  Denver  office 
acquired  at  bargain  prices,  permitting  redistribution  of  workloads  and 
increased  productivity. 
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(2)  Release  of  approximately  52  million  tax  refund  checks  to  the 
Post  Office  Department  in  ZIP  Code  order. 

(3)  Increased  productivity  resulted  from  installation  of  new  high- 
speed inserting  and  sealing  machines  in  several  offices  during  the 
latter  part  of  fiscal  1969. 

(4)  Savings  of  $250,000  annually,  reported  by  the  Post  Office  De- 
partment, as  a  result  of  the  ZIP  Code  presort  operation  by  the  Austin 
Disbursing  Center  for  almost  5  million  veterans'  benefit  checks  issued 
every  month. 

(5)  The  General  Services  Administration  estimated  annual  savings 
of  $65,000  as  a  result  of  our  implementing  a  system  to  provide  their 
nationvride  accounting  centers  with  the  beginning  check  number  and 
date  of  payment  on  magnetic  tape  for  inclusion  in  their  vendor  pay- 
ment records. 

The  table  below  is  a  comparison  of  the  workloads  for  fiscal  years 
1969  and  1970. 


Volume 
Classification 


1969  1970 


Operations  financed  by  appropriated  funds: 

Social  security  benefits.-. 258,664,062  290,331,722 

Veterans'  benefits _ 68,683,466  71,387,254 

Income  tax  refunds 50,968,396  55,691,879 

Veterans'  national  service  life  insurance  dividends  program 3, 868, 129  3, 918, 918 

other _ 51,610,090  54,496,995 

Savings  bonds 7,497,943  7,294,301 

Adjustments  and  transfers 264,368  271,482 

441,  666, 454        483, 392,  551 

Operations  financed  by  reimbursements: 

Railroad  Retirement  Board 13, 214,  575         13,  369,  528 

Bureau  of  the  Public  Debt  (General  Electric  Co.  bond  program) 1,011,467  1,092,520 

Total  workload-reimbursable  items 14,226,042         14,462,048 

Total  workload 465,782,496        497,854,699 

Depositary  services,  investments,  and  other  activities 

Federal  depositary  system. — The  types  of  depositary  services  pro- 
vided and  the  number  of  depositaries  for  each  of  the  authorized 
services  as  of  June  30,  1969  and  1970,  are  shown  in  the  following 
table. 

Type  of  service  provided  by  depositaries  1969  1970 

Receive  deposits  from  taxpayers  and  purchasers  of  public  debt  securities,  for  credit  in 

Treasury  tax  and  loan  accounts _ 12,593  12,716 

Receive  deposits  from  Government  officers  for  credit  in  Treasurer's  general  accounts 1, 500  1, 168 

Maintain  official  checking  accounts  of  Government  officers 7,576  7,958 

Furnish  bank  drafts  to  Government  officers  in  exchange  for  collections 1,430  1,230 

Maintain  State  unemployment  compensation  benefit  payment  and  clearing  accounts..  53  54 
Operate  limited  banking  facilities: 

In  the  United  States  and  its  outlying  areas - - 233  223 

In  foreign  areas... _ 252  257 

Investments. — The  Secretary  of  the  Treasury,  under  specific  pro- 
visions of  law,  is  responsible  for  investing  various  Government  trust 
funds.  The  Department  also  furnishes  investment  services  for  other 
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funds  of  Government  agencies.  At  the  end  of  fiscal  1970,  Government 
trust  funds  and  accounts  held  public  de^bt  securities  (including  special 
securities  issued  for  purchase  by  the  major  trust  funds  as  authorized 
by  law),  Government  agency  securities,  and  securities  of  privately 
owned  Government-sponsored  enterprises.  See  the  Statistical  Appendix 
for  table  showing  the  investment  holdings  by  Government  agencies 
and  accounts. 

Loans  hy  the  Treasury. — The  Bureau  administers  loan  agreements 
xnth.  those  corporations  and  agencies  that  have  authority  to  borrow 
from  the  Treasury.  See  the  Statistical  Appendix  for  tables  showing 
the  status  of  Treasury  loans  to  Government  corporations  and  agencies 
as  of  June  30, 1970. 

Surety  bonds. — Executive  agencies  are  required  by  law  (6  U.S.C. 
14)  to  obtain,  at  their  own  expense,  blanket,  position  schedule,  or  other 
types  of  surety  bonds  covering  employees  required  to  be  bonded.  The 
legislative  and  judicial  branches  are  permitted  by  law  to  follow  the 
same  procedure.  A  summary  of  bonding  activities  of  Government 
agencies  follows : 

Number  of  oflScers  and  employees  covered  on  June  30,  1970 963,  269 

Aggregate  penal  sums  of  bonds  procured $3,  489,  348,  850 

Total  premiums  paid  by  the  Government  in  fiscal  year  1970 $425,  753 

Administrative  expenses  in  fiscal  year  1970 $78,  581 

Foreign  indebtedness 

World  War  I. — The  Governments  of  Finland  and  Greece  made  pay- 
ments during  fiscal  1970  of  $353,455.00  and  $328,898.02,  respectively. 
For  status  of  World  War  I  indebtedness  to  the  United  States,  see  the 
Statistical  Appendix. 

Credit  to  the  United  Kingdom. — The  Government  of  the  United 
Kingdom  made  a  principal  payment  of  $63.3  million  and  an  interest 
payment  of  $67.0  million  on  December  31,  1969,  under  the  Financial 
Aid  Agreement  of  December  6,  1945,  as  amended  March  6,  1957.  The 
interest  payment  included  $11.0  million  representing  interest  on  prin- 
cipal and  interest  installments  previously  deferred.  Through  June  30, 
1970,  cumulative  payments  totaled  $1,790.5  million,  of  which  $1,005.7 
was  interest.  A  principal  balance  of  $2,965.2  million  remains  outstand- 
ing ;  interest  installments  of  $319.9  which  have  been  deferred  by  agree- 
ment also  were  outstanding  at  the  fiscal  yearend. 

Jajyan,  jjostwar  economic  assistance. — ^The  Government  of  Japan 
made  payments  in  fiscal  1970  of  $37.4  million  principal  and  $6.5 
million  interest  on  its  indebtedness  arising  from  postwar  economic 
assistance.  Cmnulative  payments  through  June  30, 1970,  totaled  $259.5 
million  principal  and  $69.8  million  interest,  leaving  an  unpaid  prin- 
cipal balance  of  $230.5  million. 

Payment  of  claims  against  foreign  governments 

The  tenth  installment  of  $2  million  was  received  from  the  Polish 
Government  under  the  Agreement  of  July  16,  1960,  and  pro  rata  pay- 
ments on  each  unpaid  award  were  authorized. 

The  fifth  and  final  annual  installment  of  $700,000  was  received 


100   19  70  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

from  the  Government  of  Yugoslavia  under  terms  of  the  Yugoslav 
Claims  Agreement  of  November  5, 1964.  On  July  15, 1969,  the  Foreign 
Claims  Settlement  Commission  completed  its  certification  of  awards 
to  the  Secretary  of  the  Treasury  for  payment  under  the  agreement. 
As  the  awards  were  received,  initial  payments  up  to  $1,000  were  made 
on  each  award.  A  further  distribution  of  23  percent  of  the  unpaid 
principal  balance  of  the  awards  was  authorized  on  August  29,  1969. 
A  final  distribution  of  approximately  9.7  percent  of  the  unpaid  prin- 
cipal balance  of  awards  was  authorized  on  January  9,  1970,  and  pay- 
ments were  made  during  the  fiscal  year.  See  Statistical  Appendix  for 
more  details. 

Defense  lending 

Defense  Production  Act. — Loans  outstanding  were  reduced  from 
$7.9  to  $7.1  million  during  fiscal  1970.  Further  transfers  of  $1  million 
were  made  to  the  account  of  the  General  Services  Administration, 
from  the  net  earnings  accumulated  since  inception  of  the  program, 
bringing  the  total  of  these  transfers  to  $27.5  million. 

Federal  Civil  Defense  Act. — Outstanding  loans  were  reduced  from 
$340,586  to  $73,417  during  fiscal  1970. 

Liquidation  of  Reconstr-uction  Finance  Corjyoration  assets. — The 
Secretary  of  the  Treasury's  responsibilities  in  the  liquidation  of  RFC 
assets  relate  to  completing  the  liquidation  of  business  loans  and  securi- 
ties with  individual  balances  of  $250,000  or  more  as  of  June  30,  1957, 
and  securities  of  and  loans  to  railroads  and  financial  institutions.  Net 
income  and  proceeds  of  liquidation  amounting  to  $54.6  million  have 
been  paid  into  Treasury  as  miscellaneous  receipts  since  July  1,  1957. 
Total  unliquidated  assets  as  of  June  30,  1970,  had  a  gross  book  value 
of  $8.1  million. 

Liquidation  of  Postal  Savings  System 

Effective  July  1,  1967,  pursuant  to  the  act  of  March  28,  1966  (39 
U.S.C.  5225-5229),  the  unpaid  deposits  of  the  Postal  Savings  System 
were  required  to  be  transferred  to  the  Secretary  of  Treasury  for 
liquidation  purposes.  As  of  June  30,  1970,  a  total  amount  of 
$65,139,269.29  representing  principal  and  accrued  interest  on  deposits 
had  been  transferred  for  payment  of  depositor  accounts.  All  deposits 
are  held  in  trust  by  tlie  Secretary  pending  proper  application  for  pay- 
ment. Through  fiscal  1970,  payments  totaling  $53,389,303.12  had  been 
made,  including  $1,769,011.42  during  fiscal  1970. 

Federal  tax  deposits 

The  Federal  Tax  Deposit  System  is  used  for  the  collection  of  indi- 
vidual and  corporate  income  tax,  social  security  tax,  railroad  retire- 
ment tax,  and  Federal  excise  tax.  As  described  on  page  11  of  the  1967 
annual  report,  the  Bureau  of  Accounts  prepares  and  mails  Federal 
Tax  Deposit  forms  quarterly  to  business  concerns.  During  fiscal  1970, 
the  Bureau  issued  almost  87  million  forms.  The  following  table  shows 
the  volume  of  deposits  processed  by  Federal  Reserve  banks  for  fiscal 
years  1962-70. 
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Individual  Railroad  Federal  Corporate  Unemploy- 

Fiscal  year            income  and  retirement  excise  income  ment               Total 

social  security  taxes  taxes               taxes  taxes 
taxes 

1962                10,477,119  10,262  610,026 11,097,407 

1963 11,161,897  9,937  619,519  _ 11,791,353 

1964..       11,729,243  9,911  633,437 12,372,591 

1965..    12,012,385  9,859  644,753.... _ 12,666,997 

1966  .  12,518,436  9,986  259,952 12,788,374 

1967  15,007,304  10,551  236,538               22,783 15,277,176 

1968  17,412,921  14,596  233,083             394,792  ._ _ 18,055,392 

1969  23,939,080  12,479  272,048          1,297,052 _ 25,520,659 

1970 26,612,484  11,622  296,487  1,235,452             192,905  28,348,950 

Note.— Comparable  data  for  1944-61  will  be  found  in  the  1962  annual  report,  p.  141. 

Government  losses  in  shipment 

Claims  totaling  $167,748.08  were  paid  from  the  fund  established  by 
the  Government  Losses  in  Shipment  Act,  as  amended.  Details  of 
operations  under  this  act  are  shown  in  the  Statistical  Appendix. 

Other  operations 

Donations  and  contributions. — During  the  year  the  Bureau  of  Ac- 
counts received  "conscience  fund"  contributions  totaling  $46,988.07 
and  other  unconditional  donations  totaling  $374,443.14.  Other  Govern- 
ment agencies  received  conscience  fund  contributions  and  uncondi- 
tional donations  amounting  to  $10,534.90  and  $84,725.72,  respectively. 
Conditional  gifts  to  further  the  defense^  effort  amounted  to  $20,548.21. 
Gifts  of  money  and  the  proceeds  of  real  or  personal  property  donated 
in  fiscal  1970  for  the  purpose  of  reducing  the  public  debt  amounted  to 
$165,351.77. 

BUREAU  OF  THE  PUBLIC  DEBT 

The  Bureau  of  the  Public  Debt,  in  support  of  the  management  of 
the  public  debt,  has  responsibility  for  the  preparation  of  Department 
of  the  Treasury  circulars  offering  public  debt  securities,  the  direction 
of  the  handling  of  subscriptions  and  making  of  allotments,  the  for- 
mulation of  instructions  and  regulations  pertaining  to  each  security 
issue,  the  issuance  of  the  securities,  and  the  conduct  or  direction  of 
transactions  in  those  outstanding.  The  Bureau  is  responsible  for  the 
final  audit  and  custody  of  retired  securities,  the  maintenance  of  the 
control  accounts  covering  all  public  debt  issues,  the  keeping  of  indi- 
vidual accounts  with  owners  of  registered  securities  and  authorizing 
the  issue  of  checks  in  payment  of  interest  thereon,  and  the  handling 
of  claims  on  account  of  lost,  stolen,  destroyed,  or  mutilated  securities. 

The  Bureau's  principal  office  and  headquarters  is  in  Washington, 
D.C.  Offices  also  are  maintained  in  Chicago,  111.,  and  Parkersburg, 
W.  Va.,  where  most  Bureau  operations  related  to  U.S.  savings  bonds 
and  U.S.  savings  notes  are  handled.  Under  Bureau  supervision  many 
transactions  in  public  debt  securities  are  conducted  by  the  Federal 
Reserve  banks  and  their  branches  as  fiscal  agents  of  the  United  States. 
Approximately  18,800  (29,600  outlets)  private  financial  institutions, 
industrial  organizations,  selected  post  offices,  and  others  cooperate  in 
the  issuance  of  savings  bonds,  and  approximately  16,600  financial 
institutions  (30,100  outlets)  act  as  paying  agents  for  savings  bonds. 
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Management  improvement 

The  Bureau  has  continued  to  make  steady  progress  in  the  applica- 
tion and  refinement  of  data  processing  techniques  in  the  Washington 
office.  All  operations  previously  performed  on  tabulating  equipment 
have  now  been  converted  to  the  computer,  and  several  manual  opera- 
tions have  also  been  automated. 

Systems  work  on  the  conversion  of  the  registered  accounts  relating 
to  marketable  securities  is  also  well  advanced.  As  a  preliminary  step 
in  automating  the  total  process,  magnetic  tape/selectric  typewriters 
are  being  used  to  enter  data  on  tape  and  simultaneously  produce  hard 
copy  in  connection  with  the  issuance  of  registered  securities  and  the 
establishment  of  the  registered  accounts.  This  procedure  eliminates  the 
preparation  of  addresso^raph  plates,  reduces  manual  posting,  and 
speeds  completion  of  the  issue  of  the  securities. 

The  use  of  book-entry  procedures  for  marketable  Treasury  securities 
was  extended  to  include  securities  deposited  with  a  Federal  Reserve 
bank  in  connection  with  deposits  in  member  banks  of  funds  of  political 
subdivisions,  or  in  connection  with  the  performance  of  an  obligation  or 
duty  under  law  or  judgments  or  decrees  of  courts.  In  addition  to  these 
so-called  third  party  accounts,  Treasury  securities  held  by  the  Federal 
Reserve  Bank  of  New  York  for  the  System  Open  Market  Committee 
and  for  various  foreign  accounts  w^ere  converted  to  book  entry.  The 
marketable  securities  in  this  form  now  exceed  $100  billion. 

Book-entry  procedures  have  also  been  applied  to  U.S.  savings  bonds 
issued  under  qualified  employee's  savings  or  thrift  plans.  Eight  indus- 
trial savings  plans  are  currently  reporting  transactions  in  savings 
bonds  under  the  book-entry  system  through  four  Federal  Reserve 
banks.  Transactions  are  accomplished  by  accounting  entries  in  the 
records  of  the  Federal  Reserve  banks  and  the  agents,  as  distinguished 
from  processing  definitive  bonds.  The  procedure  eliminates  the  issue, 
reissue,  and  retirement  of  physical  securities,  thereby  reducing  admin- 
istrative costs. 

The  Parkersburg  office  computerized  system  for  calculating  the  re- 
demption value  of  U.S.  savings  bonds  and  savings  notes  was  expedited 
by  the  adoption  of  a  procedural  change  which  provides  for  the  auto- 
matic assignment  of  issue  dates  to  these  securities  from  the  magnetic 
tape  master  file,  thus  eliminating  the  manual  key  punching  of  the 
information.  The  adoption  of  this  change  will  result  in  substantial 
annual  recurring  savings,  which  are  being  used  to  fund  the  cost  of 
providing  additional  reports  to  the  Internal  Revenue  Service  concern- 
ing series  E  bond  accruals. 

Additional  encoders,  which  permit  the  entry  of  data  for  computer 
functioning  directly  onto  magnetic  tape  rather  than  through  the  me- 
dium of  punch  cards,  were  being  installed  at  the  fiscal  yearend  in  the 
Parkersburg  office  for  the  U.S.  savings  bonds  issues  application.  One 
hundred  and  ten  encoding  machines  with  card  reader  attachments  Avill 
be  used  in  this  application  and  the  same  efficiency  and  economy  of  the 
equipment  previously  demonstrated  on  the  retired  paper  bonds  are 
expected  on  the  issues  operation.  Another  14 -inch  tape  drive  was  in- 
stalled to  accommodate  the  conversion  of  this  additional  volume  of 
i/^-inch  tape  to  %-inch  tapes. 
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The  Parkersburg  office  continued  to  expand  the  project  of  having 
large  vohime  issuing  agents,  which  use  computers  to  inscribe  bonds, 
report  issue  data  on  magnetic  tape  in  lieu  of  registration  stubs.  It  is  of 
particular  significance  that  the  private  sector  is  also  participating  in 
this  program.  One  of  the  four  additional  agents  converted  to  this  sys- 
tem during  the  year  was  the  State  Bank  of  Albany.  Others  included  a 
Federal  Reserve  bank,  a  military  agency,  and  a  Government  agency. 
There  are  13  agents  currently  reporting  issues  on  tape;  pilot  studies 
have  been  initiated  with  three  additional  agents,  another  of  which 
reaches  to  the  private  sector,  the  General  Motors  Corp. 

The  Bureau's  internal  audit  activity  was  reorganized  as  the  Internal 
Audit  Service  with  greater  centralization  of  responsibility.  Other  or- 
ganizational changes  involved  the  consolidation  of  correspondence 
activities  in  the  Division  of  Loans  and  Currency  in  Washington  and 
the  realinement  of  mail  and  file  operations  in  the  Chicago  office. 

As  a  means  of  improving  public  service,  information  sheets  pro- 
viding basic  details  on  various  types  of  Treasury  securities  were  up- 
dated and  a  new  document  describing  securities  of  various  Government 
agencies  was  prepared.  The  basic  forms  used  by  the  public  to  submit 
eligible  securities  for  redemption  in  payment  of  Federal  taxes  were 
also  redesigned. 

Bureau  operations 

The  extent  of  the  change  in  the  composition  of  the  public  debt  is  one 
measure  of  the  Bureau's  work.  The  debt  falls  into  two  broad  categories : 
public  issues  and  special  issues.  Public  issues  consist  of  marketable 
Treasury  bills,  certificates  of  indebtedness,  notes,  and  bonds ;  and  non- 
marketable  securities,  chiefly  U.S.  savings  bonds,  U.S.  savings  notes, 
U.S.  retirement  plan  bonds,  and  Treasury  bonds  of  the  investment 
series.  Special  issues  of  certificates,  notes,  and  bonds  are  made  by  the 
Treasury  directly  to  various  Government  trust  and  certain  other  ac- 
counts and  are  payable  only  for  these  accounts. 

During  the  year,  78,883  individual  accounts  covering  publicly  held 
registered  securities  other  than  savings  bonds,  savings  notes,  and  retire- 
ment plan  bonds  were  opened  and  40,530  were  closed.  This  increased 
the  number  of  open  accounts  to  261,686  covering  registered  securities 
in  the  principal  amount  of  $10,827  million.  There  were  440,001  interest 
checks  with  a  value  of  $403  million  issued  during  the  year. 

Redeemed  and  canceled  securities  other  than  savings  bonds,  savings 
notes,  and  retirement  plan  bonds  received  for  audit  included  9,292,490 
bearer  securities  and  285,545  registered  securities.  Coupons  totaling 
17,303,418  were  received. 

During  the  year  22,246  registration  stubs  of  retirement  plan  bonds 
and  11,518  retirement  plan  bonds  were  received  for  audit. 

A  summary  of  public  debt  operations  handled  by  the  Bureau  appears 
on  pages  17-23  of  this  report  and  in  the  Statistical  Appendix. 

U.S.  savings  bonds. — The  issuance  and  redemption  of  savings  bonds 
results  in  a  heavy  administrative  burden  for  the  Bureau  of  the  Public 
Debt,  involving :  Maintenance  of  ownership  records  for  the  3.3  billion 
bonds  issued  since  1935;  adjudication  of  claims  for  lost,  stolen,  and 
destroyed  bonds  (which  totaled  2.6  million  pieces  on  June  30,  1970) ; 
and  the  handling  and  recording  of  retired  bonds. 
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Detailed  information  on  sales,  accrued  discount,  and  redemptions  of 
savings  bonds  will  be  found  in  the  Statistical  Appendix. 

There  were  121  million  stubs  or  records  on  magnetic  tape  and  micro- 
film representing  the  issuance  of  series  E  bonds  received  for  registra- 
tion, making  a  grand  total  of  3,243  million,  including  reissues,  received 
through  June  30,  1970. 

All  registration  stubs  of  series  E  savings  bonds  and  all  retired  series 
E  savings  bonds  are  microfilmed,  audited,  and  destroyed,  after  required 
permanent  record  data  are  prepared  by  an  EDP  system  in  the  Parkers- 
burg  office.  The  following  table  shows  the  status  of  processing  opera- 
tions for  savings  bonds  and  savings  notes  in  the  Parkersburg  office. 


Con- 

Balance 

verted 
to  mag- 

Audited 
and 

Fiscal 

Re- 

Micro- 

Key 

De- 

Not 

con- 

year 

ceived 

filmed 

punched 

netic 

classi-      stroyed 

Un-     Not  key  verted  to 

Unau- 

tape 

fled 

filmed  punched  magnetic 
tape 

dited 

Stubs  of  issued  card  type  series  E  savings  bonds  (in  millions  of  pieces) 

1958-65... 

706 

705 

702 

702 

700 

656 

2.  3            4.  5 

4.5 

6.6 

1966 

101 

101 

100 

100 

100 

100 

2.  3             5.  5 

5.9 

7.5 

1967 

104 

104 

105 

105 

103 

103 

2.  6             5. 2 

5.2 

8.9 

1968 

102 

103 

103 

103 

103 

98 

1.  7             4.  4 

4.4 

8.1 

1969 

104 

102 

102 

102 

102 

104 

3. 1              6. 1 

6.6 

9.7 

1970 

98 

98 

97 

98 

95 

108 

3.  3              6. 9 

6.9 

13.2 

Total  1 

1,216 

1,213 

1,209 

1,210 

1,203 

1. 169 

Retired  card  type  series 

E  savings 

bonds  and 

savings 

notes  2  (in  millions  of  pieces) 

1958-65. - . 

450 

449 

447 

447 

445 

400 

1.  7             3.  2 

3.5 

5.2 

1966 

82 

81 

80 

80 

80 

92 

2.  2             5.  0 

5.0 

6.5 

1967 

87 

88 

87 

87 

86 

85 

2. 0             4. 9 

5.5 

8.3 

1968. 

95 

94 

96 

97 

95 

84 

2.  5             3.  6 

3.6 

7.6 

1969. 

111 

110 

108 

108 

106 

98 

3.  4             6.  7 

6.7 

11.9 

1970 

116 

116 

118 

117 

114 

125 

3.  6             5.  3 

5.7 

14.2 

Total - 

941 

937 

935 

935 

926 

885 

Retired  paper  type  series 

1  E  savings 

bonds  (i 

n  millions  of  pieces) 

1962-65  3. . 

65.4 

64.9 

64.6 

64.5 

64.1 

39.5 

0.  5             0.  8 

0.9 

1.3 

1966 

19.3 

19.4 

19.1 

19.2 

19.3 

33.9 

.4             1.0 

1.0 

1.3 

1967 

16.8 

16.8 

17.0 

17.0 

16.7 

16.0 

.4               .8 

.8 

1.4 

1968 

15.2 

15.2 

15.3 

15.2 

15.3 

13.8 

.4               .7 

.8 

1.3 

1969 

13.7 

13.7 

13.7 

13.7 

13.7 

18.4 

.4               .7 

.8 

1.3 

1970 

13.3 

13.3 

13.4 

13.4 

13.0 

15.5 

.4               .6 

.7 

1.6 

Total. 

143.7 

143.3 

143.1 

143.0 

142.1 

137.1 

Stubs  of  issued  U.S.  savings  notes 

2  (in  millions  of  pieces) 

1967 

(*) 

(*) 

(*) 

(*) 

(*) 

(*) 

(*)               (*) 

(*) 

(*) 

1968 

6.9 

6.6 

6.5 

6.5 

6.2 

2.3 

0.  3             0.  4 

0.4 

0.7 

1969. 

11.0 

10.9 

10.7 

10.6 

10.6 

9.3 

.4               .7 

.7 

1.1 

1970 

10.4 

10.6 

10.7 

10.7 

10.6 

12.2 

.1               .4 

.4 

.8 

Total 

28.3 

28.1 

27.9 

27.9 

27.4 

23.8 

*  Less  than  $50,000. 

•  Excludes  records  received  on  magnetic  tape  :  5.3  million  in  1965,  6.4  million  in  1966,  12.8  million  in  1967, 
1 7.2  million  in  1968,  19.9  million  in  1969,  and  22.7  million  in  1970,  for  a  total  of  84.3  million. 

2  U.S.  savings  notes  were  first  issued  in  May  1967. 

3  In  1962  (and  prior  years)  most  paper  type  bonds  were  processed  in  other  offices  manually  and  on  tabulat- 
ing equipment. 
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Of  the  121.8  million  series  A-E  savings  bonds  and  savings  notes 
redeemed  and  charged  to  the  Bureau  during  the  year  119.0  million 
(97.7  percent)  Avere  redeemed  by  authorized  paying  agents.  For  these 
redemptions  these  agents  were  reimbursed  quarterly  at  the  rate  of 
15  cents  each  for  the  first  1,000  bonds  and  notes  paid  and  10  cents  each 
for  all  over  the  first  1,000  for  a  total  of  $15,205,335  and  an  average  of 
12.78  cents  per  bond  and  note. 

The  following  table  shows  tlie  number  of  issuing  and  paying  agents 
for  series  A-E  savings  bonds  by  classes. 


June  30 


Building 
Post        Banks     and  savings     Credit 
offices '  and  loan        unions 

associations 


Companies 
operating  All 

payroll         others 
plans 


Total  2 


Issuing  agents 


1945 

1950 

1955,.. 

I960.... 

1965 

1966 

1967... 

1968 

1969... 

1970... 

1945 13,466 

1960 _ 15,623 

1955 16,269 

1960 17,127 

1965 _ 14,190 

1966... - 14,247 

1967 -  14,264 

1968 - 14,304 

1969.... 14,336 

1970 ..-.  14,399 


24,  038 

15,  232 
15, 225 
15,692 
16, 436 
14, 095 
14, 114 
14, 181 
14, 234 
14,267 
14, 319 

3,477 
1,567 
1,555 
1,851 
1,702 
1,710 
1,717 
1,701 
1,711 
1,698 

2,081 
522 
428 
320 
246 
241 
231 
227 
230 
224 

3  9, 605 
3,052 
2,942 
2,352 
1,695 
1,621 
1,541 
1,485 
1,408 
1,365 

(5) 

550 
588 
643 
510 
482 
460 
448 
446 
442 

54, 433 

.   25, 060 

45, 966 

2, 476 

23,681 

1, 093 

22,695 

943 

19, 191 

934 

19, 102 

901 

19,  031 

870 

18, 965 

836 

18,897 

777 

18, 825 

Paying  agents 

13,466 

874  137 57  16,691 

1,188  139  56  17,652 

1,797  169 60  19,153 

1,816  157  -.-  15  16,178 

1,857  164  _ 15  16,283 

1,884  165 14  16,327 

1,970  175 U4  4  16,463 

1.997  176 «  15  4  16,524 

1.998  181  18  16,597 


1  Estimated  by  the  Post  Office  Department  for  1955  and  thereafter.  Sale  of  series  E  savings  bonds  was 
discontinued  at  post  offices  at  the  close  of  business  on  Dec.  31, 1953,  except  in  those  localities  where  no  other 
public  facilities  for  their  sale  were  available. 

-  Effective  Dec.  31,  1960,  a  substantial  reduction  was  made  due  to  reclassification  by  Federal  Reserve 
banks  to  include  only  the  actual  number  of  entities  currently  qualified.  Does  not  include  branches  active 
in  the  savings  bond  program. 

3  "All  others"  included  with  companies  operating  payroll  plans. 

<  Revised. 


Interest  checks  issued  on  current  income-type  savings  bonds  (series 
H)  during  the  year  totaled  4,706,645  with  a  value  of  $319,266,518. 
New  accounts  established  for  series  H  bonds  totaled  83,396  while 
accounts  closed  totaled  167,000,  a  decrease  of  83,604  accounts. 

Applications  received  during  the  year  for  the  issue  of  duplicates  of 
savings  bonds  and  savings  notes  lost,  stolen,  or  destroyed  after  receipt 
by  the  registered  owner  or  his  agent  totaled  43,445.  In  24,070  of  such 
cases  the  issuance  of  duplicate  bonds  was  authorized.  In  addition, 
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27,813  applications  for  relief  were  received  in  cases  where  the  original 
bonds  were  reported  as  not  being  received  after  having  been  mailed 
to  the  registered  owner  or  his  agent. 

OFFICE  OF  THE  TREASURER  OF  THE  UNITED  STATES 

The  Office  of  the  Treasurer  of  the  United  States  was  created  by  the 
act  of  September  2,  1789  (1  Stat.  65;  31  U.S.C.  141),  for  the  purpose 
of  receiving,  holding,  and  paying  out  the  public  moneys  for  the  Fed- 
eral Government.  The  office  maintains  accounts  of  the  source,  location, 
and  disposition  of  these  fimds. 

The  Treasury  checks  issued  to  pay  virtually  all  of  the  Federal  Gov- 
ernment's obligations  are  drawn  on  the  Treasurer,  and  upon  their 
presentment  for  payment  are  examined  by  the  Treasurer's  Office  and 
reconciled  against  the  records  of  the  issuing  officers.  In  fiscal  1970, 
almost  626  million  checks  were  issued  from  about  2,000  disbursing 
stations. 

Claims  for  checks  that  are  lost  in  the  mails,  or  which  bear  forged 
endorsements,  are  paid  by  the  Treasurer  by  issuing  or  authorizing  the 
issuance  of  new  checks.  The  Treasurer  also  handles  claims  for  partially 
destroyed  paper  currency. 

Most  of  the  Federal  Government's  operating  cash  is  held  in  accounts 
of  the  Treasurer  maintained  in  the  Federal  Reserve  banks  and 
branches,  of  which  there  are  36.  These  banks  have  been  designated, 
pursuant  to  law,  as  fiscal  agents  of  the  United  States.  Revenue  re- 
ceipts, public  debt  borrowings  and  other  incoming  moneys  are  credited 
to  those  accounts,  and  checks  drawn  on  the  Treasurer  are  charged  to 
those  accounts  after  they  have  been  endorsed  by  the  payees  and  enter 
the  banking  system  for  collection  from  the  Treasurer.  The  Federal 
Reserve  banks  make  daily  reports  of  these  transactions  to  the  Treas- 
urer, who  keeps  casli  accounts  of  the  Federal  Government's  receipts 
and  expenditures,  and  publishes  daily  reports  of  them. 

Representatives  of  the  Treasurer  make  regular  inspections  of  the 
procedures  employed  by  Federal  Reserve  banks  in  verifying  and  de- 
stroying paper  currency  of  the  United  States  which  has  become  worn 
out  and  will  be  replaced.  Unfit  currency  delivered  to  the  Treasury  in 
the  Washington,  D.C.  area,  is  verified  and  destroyed  by  the  Treasurer. 

The  Treasurer  is  vault  custodian  of  a  quantity  of  securities  and  other 
valuables  deposited  with  the  Treasury  by  many  Government  agencies. 

In  the  Washington,  D.C.  area,  the  Treasurer  supplies  coin  and  cur- 
rency to  local  banks,  cashes  checks  drawn  on  the  Treasurer,  and  issues 
and  redeems  Government  Iwnds  and  other  securities.  In  other  parts 
of  the  country,  these  functions  are  performed  by  Federal  Reserve 
banks  and  branches. 

Management  improvement 

ADP  management. — During  fiscal  1970  the  Treasurer's  Office  con- 
tinued performing  ADP  services  on  a  reimbursable  basis  and  sharing 
its  computer  systems  with  other  agencies.  The  computer  systems  were 
installed  and  are  used  primarily  to  process  Government  checks ;  how- 
ever, during  the  year,  the  systems  were  used  a  total  of  3,006  hours  by 
personnel  of  the  Treasurer's  Office  in  performing  services  for  other 
bureaus  and  agencies  on  a  reimbursable  basis.  In  addition,  the  systems 
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were  used  1,365  hours  by  personnel  of  other  agencies  after  regular 
working  hours  and  on  weekends  when  the  equipment  was  not  needed 
for  operations  iDerfonued  by  the  Treasurer's  Office.  These  agencies  in- 
cluded the  Post  Office,  Labor  and  HUD  departments,  the  National 
Oceanographic  Data  Center,  and  the  General  Accounting  Office, 

About  90  percent  of  the  computer  systems  were  purchased  in  1962 
and  1963  and  the  purchase  cost  is  fully  amortized.  Because  of  this,  the 
Office  was  able  to  provide  computer  time  to  other  agencies  at  a 
cost  of  less  than  $24,000.  Purchase  of  this  time  through  a  commer- 
cial computer  service  company  would  have  required  an  expenditure 
of  $352,000,  thus  providing  a  cost  avoidance  of  $328,000  to  the  serviced 
departments. 

Tabulating  equipment  is  used  in  support  of  the  electronic  equipment 
in  this  office.  Some  of  this  equipment  has  been  purchased  but  most  of  it 
is  being  leased  direct  from  the  manufacturer.  During  fiscal  1970  orders 
were  placed  to  substitute  most  of  the  leased  tabulating  equipment  with 
equipment  leased  from  another  party ;  this  will  save  $23,000  amiually. 

Check  forgery  insurance  fimd. — An  additional  $100,000  appro- 
priated to  the  check  forgery  insurance  fund  in  fiscal  1970  has  enabled 
the  office  to  accelerate  settlements  of  check  claims  where  forgery  is  in- 
volved and  recovery  has  not  been  made  from  the  endorsers.  This  is 
particularly  helpful  in  cases  where  delay  in  recovering  from  endoreers 
causes  personal  hardships  to  the  individuals  entitled  to  the  proceeds 
of  the  checks. 

Delegation  of  authority  to  issue  substitute  checks. — During  fiscal 
1970  the  Treasurer's  Office  delegated  authority  to  the  Departments  of 
the  Army,  Navy,  and  Air  Force  to  issue  substitutes  for  checks  drawn 
in  payment  of  salaries  and  allowances  when  the  checks  are  lost,  stolen, 
or  destroyed  while  in  transit  to  the  payees.  Previously,  these  substitute 
checks  could  only  be  issued  by  the  Department  of  the  Treasuiy  in 
Washington,  D.C.  These  delegations  of  authority  save  several  weeks 
in  the  issuance  of  substitute  checks  and  reduce  personal  hardships  to 
individuals  who  need  the  money. 

Assets  and  liabilities  in  the  Treasurer's  account 

A  summary  of  the  assets  and  liabilities  in  the  Treasurer's  account 
at  the  close  of  fiscal  years  1969  and  1970  appears  in  the  Statistical 
Appendix. 

The  assets  of  the  Treasurer  consist  of  gold  bullion,  coin,  coinage 
metals,  paper  currency,  deposits  in  Federal  Reserve  banks,  and  de- 
posits in  commercial  banks  designated  as  Government  depositaries. 

Gold. — The  Treasurer's  gold  assets  increased  by  approximately  $1 
billion  during  fiscal  1970. 

On  the  daily  Treasury  statement  basis,  the  beginning  balance  of 
$10,367.0  million  was  increased  by  purchases  of  $1,054.4  million.  This 
was  offset  by  sales  of  $39.9  million  and  by  a  withdrawal  of  $17.5  mil- 
lion by  the  International  Monetary  Fund,  leaving  a  closing  balance 
of  $11,367.0  million. 

Silver  and  other  coinage  metals. — On  the  daily  Treasury  statement 
basis,  silver  holdings  decreased  from  $112.9  million  to  $76.3  million 
during  fiscal  1970.  Other  coinage  metals  declined  from  $120.2  million 
to  $71.7  million  in  the  same  period. 

897-702  0—71 9 


108    l!9  70  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Balances  loith  depositai'ies. — The  following  table  shows  the  number 
of  each  class  of  depositaries  and  balances  on  June  30,  1970. 


Number  of 
accounts 

with  depos- 
itaries ' 

Deposits  to  the 

credit  of  the 
Treasurer  of  the 

United  States, 
June  30,  1970 

36 
21 

1,  790 

12,  726 

54 

2  $1,359,  705, 310 
9, 107,  725 

190,  508, 140 

6,  929, 174, 606 

18,  099, 625 

14, 627 

8,  506,  595, 407 

Federal  Reserve  banks  and  branches 

other  domestic  depositaries  reporting  directly  to  the  Treasurer.  _ 

Depositaries  reporting  through  Federal  Reserve  banks: 

General  depositaries,  etc 

Special  depositaries,  Treasui-y  tax  and  loan  accounts 

Foreign  depositaries  s 

Total 

1  Includes  only  depositaries  having  balances  with  the  Treasurer  of  the  United  States  on  June  30,  1970. 
Excludes  depositaries  designated  to  furnish  official  checking  account  facilities  or  other  services  to  Govern- 
ment officers,  but  which  are  not  authorized  to  maintain  accounts  with  the  Treasurer.  Banking  institutions 
designated  as  general  depositaries  are  frequently  also  designated  as  special  depositaries,  hence  the  total 
number  of  accounts  exceeds  the  number  of  institutions  involved. 

■  Includes  checks  for  $354,921,404  in  process  of  collection. 

3  Principally  branches  of  U.S.  banks  and  of  the  American  Express  International  Banking  Corp. 

Bureau  operations 

Receiving  and  disbursing  jmblic  moneys. — Government  officers  de- 
posit moneys  which  they  have  collected  to  the  credit  of  the  Treasurer 
of  the  United  States.  Such  deposits  may  be  made  with  the  Treasurer 
at  Washington,  or  at  Federal  Reserve  banks,  or  at  designated  Govern- 
ment depositaries,  domestic  or  foreign.  Certain  taxes  are  also  deposited 
directly  by  the  employers  or  manufacturers  who  withhold  or  pay  them. 
All  payments  are  withdrawn  from  the  Treasurer's  account.  Moneys 
deposited  and  withdrawn  in  fiscal  years  1969  and  1970,  exclusive  of 
certain  intragovernmental  transactions,  are  shown  in  the  following 
table  on  the  daily  Treasury  statement  basis. 

Deposits,  withdrawals,  and  balances  in  the  Treasurer's  account  1969  1970 

Balance  at  beginning  of  fiscal  year $6,604,062,122         $7,103,638,020 

Cash  deposits: 

Internal  revenue,  customs,  trust  fund,  and  other  collections 201,  734,  755, 299       209, 924,  497, 264 

Public  debt  receipts  ' 314,836,956, 194       339,673,982,332 

Less: 

Accruals  on  savings  bonds  and  notes,   retirement  plan 

bonds  and  Treasury  bills -6,269,766,952        -7,687,945,023 

Purchases  by  Government  agencies  2 -89,894,340,903    -100,708,357,273 

Sales  of  securities  of  Government  agencies  in  market  2 26,550,021,080         38, 178,525,251 

Total  deposits 446,957,624,717        479,380,702,551 

Cash  withdrawals: 

Budget  and  trust  accounts,  etc 201,491,323,510  223,647,818,493 

Public  debt  redemptions  ' 308,695,108,778  322,475,529,224 

Less: 

Redemptions  included  in  budget  and  trust  accounts -6, 336,  585, 803  -6,  529,  767,  707 

Redemptions  by  Government  agencies  2. -81,745,188,465  -89,350,143,584 

Redemptions  of  securities  of  Government  agencies  in  market  2 22,  515, 802, 850  28,  781, 392, 950 

Total  withdrawals - 444,620,460,870       479,024,829,375 

Change  in  clearing  accounts  (checks  outstanding,  deposits  in  transit, 
unclassified  transactions,  etc.) ,  net  deposits,  or  withdrawals  (— ) — 1, 927, 687, 949  1,  556, 484,  584 

Balance  at  close  of  fiscal  year... 7,103,538,020  9,015,895,781 

'  For  details  see  Statistical  Appendix. 

2  "Government  agencies,"  as  here  used,  includes  certain  enterprises  which  were  converted  to  private 
ownership  during  fiscal  1969. 
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Issuing  and  redeeming  'pa'per  currency. — The  Treasury  is  required 
by  law  (31  U.S.C.  40-1)  to  issue  U.S.  notes  in  amounts  equal  to  those 
redeemed.  In  order  to  comply  with  this  legal  requirement  in  the  most 
economical  manner,  U.S.  notes  are  issued  only  in  the  $100  denomina- 
tion and  only  for  local  distribution  in  the  Washington,  D.C.,  area. 
Unfit  U.S.  notes  and  silver  certificates  are  redeemed  and  destroyed  at 
the  Federal  Reserve  banks  and  branches  and  at  the  Treasurer's  Office 
in  Washington,  D.C. 

Silver  certificates  are  no  longer  issued  and  by  late  1969  it  was  noted 
that  the  $1  certificates  were  only  a  fraction  of  1  percent  of  the  total  $1 
currency  being  redeemed,  the  remainder  being  Federal  Reserve  notes. 
Accordingly,  effective  January  1,  1970,  the  Federal  Reserve  banks  and 
Treasurer's  Cash  Division  were  instmcted  to  discontinue  sorting  unfit 
$1  currency.  All  $1  currency  is  processed  as  Federal  Reserve  notes 
when  redeemed  but  a  record  is  kept  of  the  number  of  silver  certificates 
found  in  sampling  the  currency  for  verification.  From  this,  the  number 
of  silver  certificates  is  determined  for  accounting  purposes  while  the 
expense  of  manual  sorting  is  avoided. 

Federal  Reserve  notes  constitute  nearly  99  percent  of  the  paper 
currency  in  circulation.  "W^ien  printed  by  the  Bureau  of  Engraving 
and  Printing,  these  notes  are  held  in  a  reserve  vault  for  the  account  of 
the  Comptroller  of  the  Currency.  The  Bureau  ships  notes  to  Federal 
Reserve  banks  and  branches  as  needed.  Federal  Reserve  banks  then 
obtain  notes  for  issuance  to  the  commercial  banking  system  by  deposit- 
ing equivalent  amounts  of  collateral  with  their  respective  agents. 

As  the  notes  become  unfit  for  further  circulation,  they  are  retired 
under  procedures  prescribed  by  the  Fiscal  Assistant  Secretary  pursuant 
to  delegation  from  the  Secretary.  Approximately  97  percent  of  the 
notes  retired  are  verified  and  destroyed  at  the  Federal  Reserve  banks. 
The  remaining  3  percent  are  verified  and  destroyed  at  the  Treasury 
Department  in  Washington. 

The  Treasurer's  Office  accounts  for  Federal  Reserve  notes  from  the 
time  that  they  are  delivered  by  the  Bureau  of  Engraving  and  Printing 
until  retired  and  destroyed.  The  accounts  show  the  amounts  for  each 
bank  of  issue  and  each  denomination  of  notes  held  in  the  reserve 
vault,  lield  by  each  Federal  Reserve  agent,  or  issued  and  outstanding. 

The  Treasurer's  Office  retires  unfit  paper  currency  of  all  types 
received  locally  in  Washington  and  from  Government  officers  abroad, 
and  handles  all  claims  involving  burned  or  mutilated  currency.  During 
fiscal  1970,  payments  totaling  $12,7  million  were  made  to  52,000  claim- 
ants for  burned  and  mutilated  currency  cases. 

A  comparison  of  the  amounts  of  paper  currency  of  all  classes,  issued, 
redeemed,  and  outstanding  during  the  fiscal  years  1969  and  1970 
follows. 


Fiscal  year  1969  Fiscal  year  1970 


Pieces  Amount  Pieces  Amount 


Outstanding  July  1 4,825,036,060  $45,078,310,143  5,082,750,607  $47,912,760,981 

Issues  during  year 2,381.911,597  13,895,698,395  2,477,156,223  15,221,189,800 

Redemptions  during  year_ 2,124,197,050  11,061,247,557  2,186,042,681  12,079,049,836 

Outstanding  June  30 _  5,082,750,607  47,912,760,981  5,373,864,149  51,054,900,945 
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Details  of  the  issues  and  redemptions  for  fiscal  1970  and  of  the 
amounts  outstanding  at  the  yearend  are  given  by  class  of  currency  and 
by  denomination  in  a  table  in  the  Statistical  Appendix.  Other  tables 
in  that  volume  give  further  information  on  the  stock  and  circulation 
of  money  in  the  United  States. 

Processing  Federal  tax  deposits, — Under  provisions  of  Treasury 
Department  Circular  No.  1079,  tax  withholders  and  certain  taxpayers 
are  supplied  with  partially  punched  cards  which  they  forward  to  their 
banks  with  their  tax  payments.  The  cards  are  then  routed  to  Federal 
Reserve  banks  which  complete  the  punching  and  forward  the  cards 
to  the  Treasurer's  Office  in  Washington.  The  Treasurer's  Office  enters 
the  data  from  the  cards  on  magnetic  tapes  which  are  furnished  to  the 
Internal  Revenue  Service  for  reconciliation  with  taxpayers'  returns. 
This  procedure  obviates  the  need  for  any  handling  of  tax  remittances 
in  the  Department  and  expedites  the  crediting  of  tax  payments  in  the 
Treasurer's  account. 

The  types  of  tax  payments  collected  in  this  manner  include  with- 
held individual  income  and  social  security  taxes,  corporation  income 
taxes,  certain  excise  taxes,  railroad  retirement  taxes,  and,  beginning  in 
1970,  Federal  unemployment  taxes.  Payments  received  under  this  pro- 
cedure in  fiscal  1970  totaled  $145,718.7  million  and  required  the  process- 
ing of  28.5  million  cards,  compared  with  $133,092.2  million  collected 
and  25.5  million  cards  processed  in  the  previous  year. 

Paying  grants  through  letters  of  credit. — Treasury  Department 
Circular  No.  1075,  dated  May  28,  1964,  established  a  procedure  "to 
preclude  withdrawals  from  the  Treasury  any  sooner  than  necessary" 
in  cases  where  Federal  programs  are  financed  by  grants  or  other  pay- 
ments to  State  or  local  governments  or  to  educational  or  other  insti- 
tutions. Under  this  procedure.  Government  departments  and  agencies 
issue  letters  of  credit  which  permit  grantees  to  make  withdrawals  from 
the  account  of  the  Treasurer  of  the  United  States  as  they  need  funds 
to  accomplish  the  object  for  which  a  grant  has  been  awarded. 

By  the  close  of  fiscal  1970,  50  Government  agency  accounting  sta- 
tions were  making  disbursements  through  letters  of  credit.  A  total  of 
65,910  withdrawal  transactions,  aggregating  $24,786.4  million,  were 
processed  during  the  year,  compared  with  61,259  transactions,  totaling 
$21,089.5  million  in  fiscal  1969. 

Checking  accounts  of  disbursing  oncers  and  agencies. — As  of 
June  30, 1970,  the  Treasurer  maintained  1,988  checking  accounts,  com- 
pared with  2,114  the  year  before.  The  number  of  checks  paid  by 
categories  of  disbursing  officers  during  fiscal  1969  and  1970  follow. 


Disbursing  officers 


Number  of  checks  paid 
1969  1970 


Treasury. 441,920,785  481,595,416 

Air  Force 35,643,468  36,051,151 

Army 39,298,690  38,722,671 

Navy 41,231,278  41,357,002 

Other- 26,702,633  27,991,327 

Total 584, 7%,  854  625,717,567 
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Settling  check  claiiivs. — During  fiscal  1970  the  Treasurer  processed 
almost  800,000  requests  to  stop  payment  on  Government  checks,  and 
120,000  requests  to  remove  stoppage  of  payment. 

The  Treasurer  acted  upon  386,000  paid  check  claims  during  the 
year,  including  those  referred  to  the  U.S.  Secret  Service  for  investi- 
gation because  of  forgery,  alteration,  counterfeiting,  or  fraudulent 
issuance  and  negotiation  of  Grovernment  checks.  Keclamation  was  re- 
quested from  those  having  liability  to  the  United  States  on  54,000 
claims,  and  $7.7  million  was  recovered.  Settlements  and  adjustments 
were  made  on  45,000  cases  totaling  $8.6  million.  Disbursements  during 
the  year  from  the  check  forgei-y  insurance  fund,  established  to  enable 
the  Treasurer  to  expedite  settlement  of  check  claims,  totaled  $806,000. 
As  recoveries  are  made,  these  moneys  are  restored  to  the  fund.  Settle- 
ments totaling  almost  $8  million  have  been  made  from  the  Treasurer's 
check  forgery  insurance  fmid  since  it  was  established  in  November 
1941. 

Claims  by  payees  and  others  involving  190,000  outstanding  checks 
were  acted  upon.  Of  these,  169,000  were  certified  for  issuance  of  sub- 
stitute checks  valued  at  $61  million  to  replace  checks  that  were  not 
received  or  were  lost,  stolen,  or  destroyed. 

The  Treasurer  treated  as  canceled  and  transferred  to  accounts  of 
agencies  concerned  for  adjustment  purposes  the  proceeds  of  22,000 
unavailable  outstanding  checks,  totaling  $4.8  million. 

CoUccting  checks  deposited. — Government  offices  during  the  year 
deposited  9.6  million  commercial  checks,  drafts,  money  orders,  etc., 
with  the  Treasurer's  Cash  Division  in  Washington  for  collection. 

CiiMody  of  securities. — The  face  value  of  securities  held  in  the  cus- 
tody of  the  Treasurer  as  of  Jime  30,  1969,  and  June  30,  1970,  is  shown 
below. 


June  30 
Purpose  for  which  held 


1969  1970 


As  collateral:  ^on  cic  im 

To  secure  deposits  of  public  moneys  in  depositary  banks $40, 653, 200  $39, 615, 100 

In  lieu  of  sureties-...   --- 2,345,500  3,632,850 

In  custody  for  Government  officers  and  others: 

For  the  Secretary  of  the  Treasury  1 34,643,999,656  36,600,036,156 

For  the  Comptroller  of  the  Currency -. 10,452,500  10,462,500 

For  the  Federal  Deposit  Insurance  Corporation 245, 000, 000  245, 000, 000 

For  the  Rural  Electrification  Administration 159,  748, 818  154, 048, 600 

For  the  District  of  Columbia 251,259,879  316,243,623 

For  the  Commissioner  of  Indian  Affairs - --- -         47,363,325  222,754,650 

Foreign  obligations  2 12,036,695,451  12,032,489,451 

Others _ 44,290,017  42,448,697 

For  Government  security  transactions:  „„, 

Unissued  bearer  securities 1,652,192,800  1,681,304,250 

Total-. - -..- - 49,134,001,146  51,348,035,877 


'  Includes  those  securities  of  Government  corporations  and  other  business-type  activities  reported  in  the 
Statistical  Appendix  as  held  by  the  Treasury. 

2  Issued  by  foreign  governments  to  the  United  States  for  indebtedness  arising  from  World  War  I. 

3  Includes  U.S.  savings  bonds  in  safekeeping  for  individuals. 

Servicing  securities  for  Government  corporations.,  and  Federal  and 
non-Federal  agencies. — In  accordance  with  agreements  between  the 
Secretary  of  the  Treasury  and  various  Government  corporations  and 
agencies,  the  Treasurer  of  the  United  States  acts  as  special  agent  for 
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the  payment  of  principal  and  interest  on  their  securities.  A  compari- 
son of  these  payments  during  the  fiscal  years  1969  and  1970,  on  the 
daily  Treasury  statement  basis  is  as  follows. 

1969  1970 


Payment  made  for                            Principal              Interest  Principal  Interest 

redeemed                paid  redeemed  paid 

Banks  for  cooperatives $2, 629, 450, 000  $75, 469, 956  $2, 946, 645, 000  $109, 623, 217 

District  of  Columbia  Armory  Board.- 714,252 799,428 

Federal  home  loan  banks 4,163,905,000  266,429,348  5,256,549,000  425,258,008 

Federal  Housing  Administration 43,610,350           23,726,623  85,851,400  23,431,217 

Federal  intermediate  credit  banks 4,919,240,000  218,514,873  5,615,135,000  289,856,144 

Federalland  banks 1,508,483,000  284,307,908  2,317,557,700  336,911,251 

Federal  National  Mortgage  Association 936,  347, 000  177, 093, 853  1, 239, 729, 000  328, 263, 373 

others. -.               119,000                  33,983  114,850  30,058 


Total 14,201,154,350      1,046,290,796    17,461,581,950    1,514,172,696 


Office  of  Foreign  Assets  Control 

The  Office  of  Foreign  Assets  Control  administers  the  Foreign  Assets 
Control  Regulations  and  the  Cuban  Assets  Control  Regulations.  These 
regulations  block  the  assets  in  the  United  States  of  Communist 
China,  North  Korea,  North  Vietnam,  Cuba,  and  nationals  thereof,  and 
prohibit,  except  pursuant  to  license,  trade  and  financial  transactions 
on  behalf  of  such  countries  and  their  nationals  or  involving  their 
property.  The  major  purpose  of  the  regulations  is  to  prevent  the 
authorities  of  the  blocked  countries  from  utilizing  their  dollar  assets 
in  the  United  States  and  to  preclude  the  acquisition  by  those 
authorities  of  foreign  exchange  through  transactions  with  Americans. 

During  fiscal  1970,  the  Foreign  Assets  Control  Regulations  were 
amended  in  an  important  respect  by  the  issuance  of  general  licenses 
authorizing  among  other  things,  the  following :  ( 1 )  Trade  and  finan- 
cial transactions  with  mainland  China  and  dealings  in  merchandise 
originating  in  mainland  China  or  presumed  to  originate  there,  by 
American  owned  or  controlled  business  enterprises  and  banks  located 
in  foreign  countries,  except  trade  or  financial  transactions  involving 
strategic  merchandise,  U.S.  dollar  accounts,  or  the  shipment  of  U.S. 
origin  ^oods  and  goods  produced  abroad  with  U.S.  components  unless 
such  shipment  is  authorized  by  the  Department  of  Commerce;  and, 
(2)  the  purchase  abroad  or  importation  for  noncommercial  purposes 
by  Americans,  including  individuals  in  the  United  States,  of  any 
merchandise  of  mainland  Chinese  origin  or  any  presumptive 
merchandise. 

The  Office  also  administers  the  Transaction  Control  Regulations 
which  supplement  the  export  controls  exercised  by  the  Department  of 
Commerce  over  direct  exports  from  the  United  States  to  Eastern 
Europe  and  the  U.S.S.R.  These  regulations  prohibit,  unless  licensed, 
any  person  within  the  United  States  from  purchasing  or  selling  or 
arranging  the  purchase  or  sale  of  internationally  controlled  strategic 
commodities  located  outside  the  United  States  for  ultimate  delivery 
to  Eastern  Europe  and  the  U.S.S.R.  The  prohibitions  apply  not  only 
to  domestic  American  companies  but  also  to  foreign  firms  owned  or 
controlled  by  persons  within  the  United  States. 
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The  administration  of  assets  remaining  blocked  under  the  World 
War  II  Foreign  Funds  Control  Regulations  was  continued.  These 
regulations  apply  to  assets  blocked  under  Executive  Order  8389,  as 
amended,  of  Hungary,  Czechoslovakia,  Estonia,  Latvia,  Lithuania, 
East  Germany,  and  nationals  thereof  who  were,  on  January  1,  1945, 
in  Hungary  or  on  December  7,  1945,  in  Czechoslovakia,  Estonia,  Lat- 
via or  Lithuania,  or  on  December  31,  1946,  in  East  Germany. 

The  Office  of  Foreign  Assets  Control  continued  the  administration 
of  the  Ehodesian  Sanctions  Regulations.  These  regulations  were  issued 
under  Executive  Order  11419  of  July  29,  1968,  which  extended  the 
mandatory  economic  sanctions  against  Southern  Rhodesia  under 
United  Nations'  resolutions. 

Under  the  Foreign  Assets  Control  and  the  Transaction  Control 
Regulations,  the  number  of  specific  license  applications  received  (in- 
cluding applications  reopened)  during  fiscal  1970  was  3,487.  During 
that  period  a  total  of  3,541  was  acted  on. 

Under  the  Cuban  Assets  Control  Reflations,  478  applications  for 
licenses  were  received  (including  applications  reopened)  during  the 
fiscal  year,  and  547  applications  were  acted  on.  Comparable  figures 
under  the  Foreign  Funds  Control  Regulations  were  99  applications 
received  and  96  acted  on.  Under  the  Rhodesian  Sanctions  Control 
Regulations,  391  applications  were  received  and  390  acted  on. 

Certain  broad  categories  of  unexceptionable  transactions  are  cov- 
ered by  general  licenses  set  forth  in  the  above  regulations,  and  such 
transactions  may  be  engaged  in  by  interested  parties  without  need  for 
securing  specific  licenses. 

The  enforcement  efforts  of  the  Office  of  Foreign  Assets  Control  have 
resulted  in  the  referral  of  five  cases  to  the  Department  of  Justice  dur- 
ing the  fiscal  year  for  criminal  violations  of  the  regulations  adminis- 
tered by  this  Office.  In  one  of  these  cases  the  defendant  was  convicted 
and  fined  $10,000.  Criminal  action  is  pending  in  the  other  cases.  Also, 
violations  of  the  Foreign  Assets  Control  Regulations  led  to  the  for- 
feiture to  the  United  States,  under  applicable  Customs  laws,  of  mer- 
chandise totaling  $84,000.  In  addition,  merchandise  tentatively  valued 
at  approximately  $396,000  was  seized  and  is  expected  to  be  forfeited 
after  the  completion  of  the  necessary  formal  procedures.  In  still  other 
cases  where  forfeitures  and  civil  penalties  were  mitigated  as  a  result 
of  extenuating  circumstances,  more  than  $330,000  was  collected  in  lieu 
of  forfeiture  and  civil  penalties. 

Internal  Revenue  Service  ^ 

The  Internal  Revenue  Service  administers  the  internal  revenue 
laws  embodied  in  the  Internal  Revenue  Code  (title  26  U.S.C.)  and  cer- 
tain other  statutes,  including  the  Federal  Alcohol  Administration  Act 
(27  U.S.C.  201-212),  the  Liquor  Enforcement  Act  of  1936  (18  U.S.C. 
1261,  1262,  3615),  the  Gun  Control  Act  of  1968  (18  U.S.C,  chapter 
44),  and  Title  VII  of  the  Omnibus  Crime  Control  and  Safe  Streets 
Act  of  1968  (18  U.S.C.  1201-1203).  It  is  the  mission  of  the  Service  to 
encourage  and  achieve  the  highest  possible  degree  of  voluntary 
compliance  with  the  tax  laws  and  regulations. 

^  Additional  Information  will  be  found  In  the  separate  "Annual  Report  of  the  Commissioner 
of  Internal  Revenue." 
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Financial  management  activities 

Financial  resources  were  strained  in  fiscal  1970.  Funds  planned  for 
specific  programs  were  used  for  unanticipated  cost  increases.  To  meet 
these  increases  the  Service  was  forced  to  severely  restrict  purchasing, 
training,  and  travel.  Recruitment  was  restricted  by  overall  Govern- 
ment limitations  during  the  last  half  of  the  fiscal  year.  The  ceiling  for 
permanent  employment  was  61,442  and  June  30  employment  was  152 
under  the  ceiling.  The  restrictions  seriously  jeopardized  the  Service's 
ability  to  fulfill  its  mission  and  resulted  in  the  loss  of  revenue  from  the 
principal  compliance  programs. 

Management  of  resources  enabled  the  Service  to  conduct  operations 
without  overexpending.  Of  the  total  authorization  of  $881.5  million, 
$879.1  million  was  obligated  as  of  June  30.  Of  the  $2.4  million  unobli- 
gated balance,  $1.5  million  Avas  reserved  to  offset  pay  act  increases. 
With  this  amount  excluded,  the  Service  came  within  one-tenth  of  1 
percent  of  utilizing  all  money  available. 

Informing  and  assisting  taxpayers 

In  fiscal  1970,  the  Service  continued  its  efforts  to  make  the  self- 
assessment  tax  system  more  effective.  In  addition  to  numerous  actions 
designed  to  improve  direct  communications  with  taxpayers,  three 
major  public  information  campaigns  were  developed  for  use  during 
the  filing  period :  Introduction  of  the  new  form  1040  used  by  all  tax- 
payers; prevention  of  errors  on  tax  returns;  and  reaching  taxpayers 
who  delayed  filing  their  returns  pending  anticipated  changes  in  tax 
laws. 

The  Service  developed  a  publicity  campaign  to  minimize  the  impact 
of  the  changeover  for  some  20  million  former  1040A  filers,  and  to 
gain  public  understanding  for  the  change.  Special  "1040  packages" 
were  prepared  for  media  use,  with  emphasis  on  television,  newspapers, 
and  magazines.  The  Service  printed  and  distributed  50,000  posters 
to  postmasters  for  display  on  the  sides  of  mail  trucks  during  Jan- 
uary 1970. 

To  reduce  the  number  of  errors  on  individual  income  tax  returns, 
the  Service  conducted  a  vigorous  publicity  campaign  alerting  tax- 
payers of  the  most  common  errors  made  in  preparing  tax  returns. 
The  error  reduction  campaign  was  geared  to  the  idea  that  "errors 
can  delay  tax  refunds." 

Use  of  public  information  materials  was  extensive.  The  weekly 
"question  and  answer"  column  based  on  the  most  frequently  asked  tax- 
payer questions  was  used  during  the  filing  period  by  1,132  daily  and 
4,035  weekly  newspapers. 

Service  personnel  gave  more  than  5,500  speeches  to  civic  and  practi- 
tioner groups,  handled  more  than  40,000  media  inquiries,  and  arranged 
for  approximately  3,500  interviews  throughout  the  country.  District 
and  regional  officials  participated  in  5,500  locally-developed  radio 
and  television  presentations.  Service-produced  materials  were  used 
b}^  4,235  radio  stations  and  720  television  outlets.  The  Service  made 
available  16  television  spot  announcements,  a  27i/^-minute  color  film 
for  television  viewing,  a  12-minu'te  slide  presentation  designed  for 
use  at  group  meetings,  a  number  of  radio  spot  announcements,  and 
a  10-minute  film  for  theater  showing. 
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During  the  filing  period,  weekly  error  rates  were  made  available 
to  field  offices  so  that  local  releases  could  pinpoint  problem  areas. 
To  encourage  prompt  filing,  weekly  releases  were  distributed  citing 
the  number  of  returns  filed  and  refunds  issued. 

Taxpayer  assistance  jyrogram. — Nearly  28  million  taxpayers  were 
served  by  Internal  Revenue  Service  offices  in  1970,  excluding  requests 
for  tax  forms  and  publications.  These  contacts  were  handled  by 
1,176  taxpayer  service  representatives  who  provided  year-round  serv- 
ice at  373  locations  and,  on  designated  days,  at  156  locations  not  staffed 
with  full-time  taxpayer  service  employees.  During  peak  filing  periods, 
these  personnel  are  augmented  by  temporary  employees  who  are 
trained  to  answer  questions  of  limited  scope. 

Tax  forms  activity 

The  major  impact  on  tax  return  forms  in  fiscal  1970  resulted  from 
the  passage  of  the  Tax  Reform  Act  of  1969  and  the  decision  by  the 
Service  to  combine  forms  1040  and  1040A  into  a  single  form. 

The  Tax  Reform  Act  posed  many  filing  problems  because  of  its 
far  ranging  effect  and  varying  effective  dates.  Of  immediate  concern 
were  the  retroactive  provisions  because  they  affected  periods  for 
which  returns  could  already  have  been  filed  and  circumstances  under 
which  amended  returns  could  be  required.  Several  new  forms  (includ- 
ing forms  for  fiscal  year  computations)  were  developed  on  a  "ora^h" 
basis. 

The  decision  to  provide  a  single  return  for  use  by  all  individual 
taxpayers  was  based,  in  part,  on  study  findings  that  many  filers  lost 
the  benefits  of  certain  deductions  and  tax  credits  because  they  filed 
form  1040A  rather  than  form  1040.  The  use  of  one  individual  income 
tax  form  was  considered  to  be  the  best  means  of  insuring  that  all  filers 
are  made  aware  of  available  benefits. 

The  disappearance  of  form  1040A  generated  a  number  of  adverse 
and  constructive  comments.  The  constructive  comments  will  be  con- 
sidered in  developing  the  1970  tax  form  together  with  the  results  of 
a  study  by  a  private  firm  to  report  on  taxpayer  experience  with  the 
form  1040  during  the  last  filing  period. 

Tax  rulings. — The  Service  responds  to  written  inquiries  from  in- 
dividuals and  organizations  as  to  their  status  for  tax  purposes  and 
as  to  the  tax  effects  of  proposed  transactions  in  the  form  of  nilings. 
District  directors  request  technical  advice  from  the  national  office  in 
connection  with  the  examination  of  a  taxpayer's  return  or  claim  for 
refund.  During  the  year  25,612  requests  for  letter  rulings  and  1,352 
requests  for  technical  advice  were  processed. 

Regulations  frograirh. — A  great  part  of  fiscal  1970  was  devoted  to 
developing  appropriate  regulations  under  the  Tax  Reform  Act,  in 
keeping  with  a  priority  system  that  will  take  care  of  the  greatest 
needs  first.  By  the  close  of  the  year,  four  final  regulations,  17  tem- 
porary regiilations,  and  five  notices  of  proposed  rulemaking  had  been 
published  covering  projects  under  the  Tax  Reform  Act.  Ten  other 
regulations  and  four  notices  of  proposed  rulemaking  were  published 
in  the  "Federal  Register." 
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Personnel 

Despite  hiring;  restrictions  fiscal  1970  was  a  successful  recruitment 
year  in  terms  of  the  Service's  ability  to  attract  quality  recruits.  Re- 
cruiters exceeded  expectations  in  filling  positions  authorized  after 
the  close  of  the  1968-69  school  year.  A  significant  element  in  the  suc- 
cessful hiring  effort  was  advertising  placed  in  newspapers  and  pro- 
fessional journals. 

Hiring  in  alcohol,  tobacco,  firearms  and  intelligence  activities 
reached  an  alltime  high.  Recruits  were  needed  to  replace  investigators 
selected  for  the  organized  crime  drive  program  and  to  meet  the  work- 
load resulting  from  firearms  legislation. 

The  initial  results  of  the  Service's  experiment  with  the  Assessment 
Center  technique  proved  to  be  a  valuable  adjunct  to  traditional  meth- 
ods of  evaluating  and  selecting  personnel.  This  advanced  selection 
technique  was  adapted  by  the  Service  from  a  Bell  Telephone  System 
prototype  application.  It  provides  an  objective  look  at  candidates  for 
supervisory  positions  during  a  2-day  series  of  simulated  work  situa- 
tions, group  exercises,  and  interviews. 

Training 

Specific  programs  concerned  with  job  problems  and  situations,  as 
well  as  generalized  management  training  programs,  were  provided 
for  managers.  Formal  training  was  combined  with  assignments  as 
acting  managers  to  build  a  high  level  of  managerial  skill  and  an 
awareness  of  responsibilities.  During  formal  training,  Service  man- 
agers and  executives  were  used  as  instructors,  making  the  programs 
more  realistic. 

The  executive  development  program  provided  participants  with  the 
broadening  experience  and  training  needed  for  their  future  roles  as 
assistant  district  directors  and  assistant  service  center  directors.  The 
program  participants  visited  regional,  district,  and  service  center 
offices  to  observe  management  activities  and  to  gain  familiarity  with 
operations.  A  new  feature  of  this  year's  program  was  the  introduction 
of  an  electronic  data  processing  system  and  its  connection  with  district 
and  service  center  operations. 

Selected  articles  and  readings  were  distributed  periodically  under 
the  readings  in  management  program  as  part  of  the  development  of 
supervisors  and  managers.  This  program  provides  an  opportunity  for 
incumbents  to  read  the  latest  theories  and  ideas  in  a  broad  range  of 
topics  of  concern  and  interest. 

Internal  revenue  collections  and  refunds 

Gross  collections. — Gross  collections  rose  to  a  record  high  of  $195.7 
billion,  an  increase  of  $7.8  billion  (4.1  percent)  over  fiscal  1969. 

The  Federal  tax  deposit  (FTD)  system  accounted  for  $145.0  bil- 
lion or  74.1  percent  of  all  Federal  tax  collections.  This  was  an  increase 
of  $11.2  billion  or  8.3  percent  over  the  prior  year. 

Payment  by  FTD  was  extended  to  Federal  Unemployment  Act  tax, 
(FUTA)  on  January  1,  1970.  This  tax,  now  payable  quarterly  rather 
than  annually,  generated  revenues  of  $768.1  million  for  the  last  half 
of  the  fiscal  year  for  an  increase  of  $136.4  million  or  21.6  j>ercent  over 
the  comparable  period  for  fiscal  1969. 
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The  tax  surcharge  was  in  effect  through  December  31,  1969,  at  the 
10-percent  rate.  The  Tax  Reform  Act  of  1969  reduced  the  surcharge  to 
a  5-percent  rate  for  both  individuals  and  corporations  for  the  period 
January  1  to  June  30, 1970. 

Increased  rates  for  Federal  Insurance  Contributions  Act  taxes 
(FICA)  and  Self  Employment  Contributions  Act  taxes  (SECA) 
were  in  effect  for  the  full  year.  The  total  employee-employer  rate  for 
FICA  tax  increased  from  8.8  to  9.6  percent,  and  SECA  tax  increased 
from  6.4  to  6.9  percent. 

All  major  classes  of  tax,  except  corporation  income  tax  and  indi- 
vidual income  tax  (other  than  withheld),  recorded  gains  over  the 
preceding  year.  Both  of  these  taxes  had  big  increases  in  1969  (30.1  per- 
cent for  individuals  and  28.2  percent  for  corporations),  thus  accentu- 
ating their  performance  for  1970. 

Corporation  income  taxes  fell  from  $38.3  billion  in  1969  to  $35  bil- 
lion in  1970  and  individual  income  taxes  (other  than  withheld)  fell 
from  $27.3  billion  in  1969  to  $26.2  billion  in  1970. 

Refunds. — In  1970,  55.3  million  taxpaying  entities  received  a  re- 
fund check  from  the  Service.  The  number  of  refmids  increased  11.4 
percent  over  1969. 

In  total,  the  Service  returned  $16.1  billion  in  tax  overpayments  and 
paid  out  interest  of  $112.9  million  (down  6.0  percent).  Interest  per 
dollar  refunded  was  reduced  from  0.9  cent  (9  mills)  to  0.7  cent  (7 
mills) ,  a  decrease  of  22.9  percent. 

Approximately  70  percent  of  form  1040  filers,  representing  54.4 
million  refunds,  received  an  average  refund  of  $248.  The  Nation's  in- 
dividual taxpayers  received  $13.5  billion  in  refund  principal.  Interest 
paid  by  the  Service  in  1970  for  individual  refunds  declined  $4.5  mil- 
lion (13.8  percent )  to  $28  million. 

Corporation  income  tax  refunds  (principal  only)  amounted  to  $2.2 
billion,  an  increase  of  33.0  percent  over  1969.  Interest  of  $70.9  million 
paid  on  corporation  refunds  decreased  5.5  percent  from  the  preceding 
year. 

Receipt  and  processing  of  returns 

Nuniber  of  Tetums  filed. — More  than  113  million  returns  were  filed 
in  1970,  reflecting  the  continued  substantial  growth  of  recent  years. 
This  represents  an  increase  of  about  3  million  returns  over  the  previous 
year. 

The  Service  completed  implementation  of  direct  filing  authorized 
by  legislation  in  1966.  Direct  filing  of  returns  with  service  centers  has 
provided  benefits  for  both  taxpayers  and  the  Service.  Taxpayers  have 
benefited  from  accelerated  processing  and  refimding  and  the  Service 
has  reduced  handling  and  processing  costs  associated  with  transship- 
ment of  returns  between  outlying  offices  and  service  centers. 

Mathematical  verification. — A  total  of  77.1  million  form  1040  re- 
turns were  filed  in  1970.  Taxpayers  made  errors  which  would  have 
cost  them  a  total  $212.3  million,  had  the  Service  through  its  computer- 
ized math-verification  program  not  detected  their  errors.  Correction 
of  4.2  million  other  taxpayers'  mistakes  resulted  in  upward  adjustment 
of  tax  liabilities  totaling  $507  million. 

Including  both  upward  and  downward  adjustments  of  tax  liability, 
about  one  in  every  12  returns  contained  a  mathematical  error  (im- 
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proper  arithmetic  or  use  of  inapplicable  tax  rates,  etc.) .  On  balance,  the 
Government  realized  $294.7  million  from  mathematical  verification  of 
88.4  million  form  1040  returns. 

The  total  number  of  returns  verified  increased  22.5  million  or  34 
percent  over  last  year.  The  increase  was  caused  by  5.4  million  more 
returns  carried  over  from  June  1969  to  be  processed  in  fiscal  1970, 
and  processing  practically  all  returns  filed  during  the  January  to  Jime 
1970  period. 

Enforcement  activities 

The  enforcement  activities  of  the  Service  are  directed  toward  as- 
suring that  tax  liabilities  are  properly  determined  and  paid  according 
to  law,  and  that  neither  unintentional  error  nor  willful  intent  shall 
result  in  overpayment  or  underpayment  of  tax. 

Examination  of  returns. — ^The  examination  function  is  a  major  role 
in  the  Service's  enforcement  effort  and  a  necessary  ingredient  to 
effective  taxpayer  compliance.  Preliminary  data  indicate  that  in  1970 
1.9  million  returns  were  examined  resulting  in  recommendations  that 
an  additional  $3.2  billion  in  tax  and  penalties  be  assessed.  In  some  cases, 
the  examining  officers  find  that  the  taxpayer  has  overstated  his  lia- 
bility. Claims  for  refund  generally  result  from  discoveries  by  tax- 
payers of  errors  made  in  reporting  their  tax  liabilities.  However,  there 
are  a  number  of  other  sources,  such  as  carry-overs  and  carry-backs  of 
credits  or  net  operating  losses,  which  are  provided  for  in  the  Internal 
Revenue  Code. 

When  claims  and  Service  records  are  sufficiently  complete  to  per- 
mit allowance  of  the  claims,  they  are  reviewed  and  disposed  of 
promptly  without  contacting  the  taxpayers.  Form  1040X,  (Amended 
U.S.  Individual  Income  Tax  Return)  introduced  in  1969  provides 
more  complete  documentation  of  the  basis  for  refunds  to  taxpayers 
and  permits  more  expeditious  processing. 

The  Discriminant  Fimction  System  (DIF),  inaugurated  last  year, 
became  fully  operational  this  year  for  all  individual  returns  except 
those  under  jurisdiction  of  the  Office  of  International  Operations. 
Under  the  DIF  system,  proven  mathematical  formulas  are  programed 
into  the  computer  to  score  and  rank  individual  returns  in  numeric 
sequence — highest  to  lowest — according  to  audit  potential.  The  highest 
scored  returns  are  delivered  to  district  offices  based  on  workload  needs. 
The  most  significant  aspect  of  DIF  is  the  uniformity  in  selecting  re- 
turns. Other  benefits  derived  from  the  system  include  reduction  in 
the  number  of  audits  that  result  in  little  or  no  tax  change,  and  savings 
in  manpower  previously  required  to  manually  screen  returns  prior  to 
assignment  for  examination. 

Expanded  exempt  organization  program. — Plans  for  an  intensified 
exempt  organization  enforcement  effort  reached  fruition  during  1970. 
A  coordinating  committee  chaired  by  the  Commissioner  and  consist- 
ing of  three  Assistant  Commissioners  (compliance,  data  processing, 
and  technical)  was  established  to  provide  Service  policy  and  direct 
the  exempt  organization  enforcement  effort. 

The  Service  has  centralized  all  exempt  organizations  work  in  16 
key  district  offices  throughout  the  United  States.  Each  key  district 
has  at  least  one  group  of  specially  trained  agents  to  conduct  examina- 
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tions  of  exempt  organizations  and.  to  assist  in  the  processing  of  applica- 
tions for  exemption. 

An  Exempt  Organizations  Examination  Branch  established  in  the 
National  Office  Audit  Division  oversees  and  coordinates  the  efforts  of 
each  key  district.  The  branch  develops  the  broad  nation-wide  exempt 
organization  audit  program  and  specifications  for  the  annual  work 
plan  for  field  activity.  It  is  involved  in  the  planning  and  directing 
of  examinations  of  certain  large,  complex  organizations  whose  activ- 
ities have  national  impact.  This  includes  a  review  of  the  audit  plan 
for  each  case  and  monitoring  the  progress  of  the  audit. 

Field  support  functions  include  research  and  analysis  into  program 
effectiveness,  long-range  problem  solving,  perfection  of  examination 
procedures  and  tecluiiques,  identification  of  needs  for  training  courses 
and  materials,  and  liaison  with  other  units  of  the  Service  on  exempt 
organization  matters. 

Collection  of  past-due  accounts. — ^Tlie  Service  must  make  every  rea- 
sonable effort  to  collect  taxes  due.  The  first  stej)  involves  sending  notices 
to  taxpayers  requesting  payment.  If  the  taxpayer  does  not  comply, 
past-due  accounts  are  established  and  enforcement  personnel  take 
over. 

Over  2.6  million  past-due  accounts  were  established  in  1970,  some 
140,000  or  6  percent  higher  than  last  year.  Keflecting  this  increase, 
the  amount  of  delinquent  tax  rose  some  $506  million,  or  18  percent, 
to  $3.3  billion  in  1970. 

The  Service  closed  2.6  million  past-due  accounts  in  1970.  This  was 
an  increase  of  275,000  accounts  or  12  percent,  over  1969  disposals.  The 
value  rose  to  $3.3  billion,  a  marked  jump  of  $846  million  over  1969. 

Changes  in  the  economy,  particularly  when  adverse,  have  a  direct 
impact  on  collection  of  taxes.  This  year,  inflation  pressures  and 
higher  interest  rates  have  increased  the  tendency  of  some  employers  to 
"borrow"  withheld  or  employment  taxes  as  working  capital.  Use  of 
these  moneys  as  working  capital  amounts  to  misappropriation  of 
funds.  The  Service  has  devoted  special  attention  to  these  delinquent 
taxpayers  and  accelerated  enforcement  actions  to  collect  these  ac- 
counts. The  Government  6  percent  interest  rate  charge  is  low  com- 
pared with  the  going  rate  of  commercial  loans  and  may  have  influ- 
enced enforcement  success.  Congress  recognized  this  problem  and 
provided  a  penalty  in  the  Tax  Reform  Act  of  1969  for  failure  to  pay 
taxes  when  due. 

Delinquent  returns. — Although  the  vast  majority  of  taxpayers  ful- 
fill their  filing  obligations  timely  and  voluntarily,  there  are  those  who 
do  not.  Searching  out  those  who  are  delinquent  filei-s  has  been  a  pains- 
taking and  time  consimiing  task,  particularly  since  the  Nation's  pop- 
ulation is  highly  mobile  and  the  geography  involved  is  vast.  In  recent 
years,  however,  and  increasingly  so  in  1970,  enforcement  efforts  di- 
rected towards  coping  with  the  delinquent  filer  have  been  greatly 
aided  by  increased  use  of  the  automatic  data  processing  system. 

The  rise  in  past  due  account  workload  prevented  the  same  level  of 
personnel  deployment  as  last  year  to  delinquent  returns  activities. 
Nevertheless,  there  was  still  a  significant  dollar  return  compared  to 
the  manpower  invested.  A  total  of  v671,000  returns  reflecting  assess- 
ments aggregating  $311.2  million  were  secured  through  various  estab- 
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lished  delinquent  returns  programs.  Preliminary  data  indicate  that 
an  additional  48,000  delinquent  returns  valued  at  $41.7  million  were 
secured  through  the  returns  examination  program. 

Automatw  data  processing  files  trigger  delinquency  leads. — Three 
automatic  data  processing  files,  the  Business  Master  File  (BMF),  the 
Individual  Master  File  (IMF),  and  the  Exempt  Organization  Master 
File  (EOMF) ,  are  today  at  the  heart  of  a  large  portion  of  the  Service's 
delinquent  returns  activities.  Because  tax  regulations  and  filing  periods 
vary,  each  file  works  differently  to  check  for  delinquent  taxpayers. 
The  aim  and  result,  however,  are  the  same — to  trigger  a  delinquency 
notice  or  investigation  in  any  apparent  nonfiler  situation. 

Overall  benefits  and  results  of  the  delinquency  check  computer  pro- 
grams are  impressive.  For  example,  approximately  50  percent  of  all 
apparent  nonfiler  cases,  regardless  of  program,  are  resolved  through 
computer  generated  issuances.  Paper  processing  and  other  clerical  sav- 
ings in  these  ADP  operations  justify  the  Service's  objective  of  com- 
plete automatic  data  processing  control  and  maintenance  for  all 
delinquent  returns  programs. 

Twse  fraud  investigations^  indictments,  and  convictions. — A  total  of 
8,068  fraud  investigations  were  completed  during  the  year,  with  prose- 
cution recommended  in  1,118  cases.  More  than  122,000  allegations  of 
fraud  were  screened  and  evaluated  in  selecting  the  investigative 
caseload. 

Indictments  were  returned  against  933  defendants  in  tax  fraud  cases 
in  fiscal  1970.  Pleas  of  guilty  or  nolo  contendere  were  entered  for  472 
defendants  in  cases  reaching  the  courts ;  77  defendants  were  convicted 
after  trial,  26  were  acquitted  and  cases  against  76  were  nol-prossed 
or  dismissed. 

Fight  against  organized  crime. — The  Internal  Revenue  Service's 
participation  in  the  war  against  organized  crime  is  accorded  highest 
priority.  The  application  of  resources  to  the  racketeer  segment  of  the 
Service's  overall  program  has  steadily  increased.  The  expertise  which 
the  Service  has  built  in  its  tax  investigations  of  racketeers  has  enabled 
it  to  move  readily  in  any  area  singled  out  by  the  Department  of  Justice 
for  strike  force  activity. 

Strike  forces  active. — The  strike  force  concept,  which  melds  the 
energies  and  expertise  of  several  Federal  law  enforcement  authorities 
under  the  direction  of  the  Department  of  Justice,  has  been  validated 
by  the  results  obtained  in  several  major  crime  centers  across  the  Nation. 
Additional  units  are  scheduled  for  deployment  to  other  areas  of  signif- 
icant organized  crime  influence. 

Strike  force  energies  are  generally  concentrated  on  criminal  com- 
bines in  specific  geographical  areas.  The  Service  continually  seeks  to 
improve  its  intelligence  gathering  and  retention  system,  an  essential 
tool  for  the  efficient  and  expeditious  investigation  of  tax  fraud  cases 
involving  top  echelon  racketeers  whose  personal  activities  are  usually 
deeply  cloaked  in  secrecy  and  often  extend  beyond  State  and  national 
borders.  The  bits  and  pieces  of  intelligence  that  surface  periodically 
in  scattered  areas  are  maintained  in  a  common  depository  where  they 
can  be  put  together,  evaluated  and  made  available  to  the  field  forces 
for  comprehensive  investigaton. 
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In  connection  with  the  strike  force  effort,  there  were  1,472  examina- 
tions in  progress  by  the  Audit  Division,  896  investigations  being  pur- 
sued by  the  Intelligence  Division,  and  161  cases  being  worked  by  the 
Alcohol,  Tobacco,  and  Firearms  Division  as  of  the  fiscal  yearend. 

Alcohol  and  tobacco  tax  adinimstration. — The  traffic  in  illicit  liquor 
remains  centered  in  the  southeastern  portion  of  the  United  States, 
accounting  for  over  90  percent  of  the  illicit  distillery  seizures  in  the 
Nation.  The  heavy  concentration  of  investigative  officers  in  the  prin- 
cipal problem  areas  has  proven  extremely  effective.  Available  man- 
power resources  were  spread  thin  in  current  "Operation  Dry -Up"  tar- 
get areas,  but  progress  justified  continued  priority  emphasis  on  this 
program. 

Increased  revenue  accruals  to  the  States  as  well  as  to  the  Federal 
Government  in  the  three  States  directly  affected  by  Operation  Dry-Up 
have  increased  substantially.  Dry-Up  has  also  made  a  tangible  con- 
tribution to  social  and  health  benefits. 

It  is  estimated  that  Operation  Dry-Up  produced  more  than  $46 
million  in  additional  revenue  by  changing  the  purchasing  pattern  of 
alcoholic  beverages  from  illicit  to  legal  markets. 

A  sui-vey  conducted  in  the  southeastern  region  during  the  early 
spring  of  1970,  resulted  in  the  seizure  of  1,611  illicit  distilleries  and 
6,427  gallons  of  non-taxpaid  distilled  spirits. 

The  Forensic  Group  of  the  National  Office  Laboratory  is  engaged  in 
the  analysis  of  physical  evidence  connected  with  illicit  distilled  spirits 
seizures,  firearms  violations,  destructive  device  controls,  tax  depletion 
allowances,  organized  crime  investigations,  document  examinations 
from  intelligence  cases,  and  specialized  examinations  for  State  and 
local  governments  and  Federal  agencies.  In  fiscal  1970,  560  cases  in- 
volving 5,300  specimens  were  examined  compared  with  390  cases  in- 
volving 2,700  specimens  examined  in  fiscal  1969. 

In  the  area  of  regearch  and  development,  manpower  was  devoted  to 
development  of  techniques  for  dating  ballpoint,  writing  and  felt  tip 
inks.  Work  in  bomb  residue  detection  was  given  high  priority  because 
of  its  importance  and  the  large  number  of  samples  submitted  for 
examination. 

Firearm's  laio  enforcement. — ^The  Service  is  responsible  for  enforc- 
ing the  Nation's  Federal  gun  laws.  This  responsibility  was  initially 
given  to  the  Service  with  the  enactment  of  the  National  Firearms  Act 
in  1934,  designed  to  control  gangster-type  weapons,  and  was  increased 
with  passage  of  the  Federal  Firearms  Act  in  1938  and  the  Gun  Control 
Act  of  1968. 

In  1970  a  total  of  627  investigator  man-years  were  used  on  firearm 
activities  compared  with  442  in  1969.  Investigations  conducted  under 
the  firearm  program  in  1970  led  to  completion  of  2,975  criminal  cases, 
arrests  of  1,957  violator  and  seizure  of  3,037  firearms.  These  figures 
compare  with  1,595  criminal  cases,  715  arrests  and  4,152  firearms 
seized  in  1969.  In  the  regulatory  area,  54,369  investigations  of  the 
activities  and  operations  of  licensees  were  completed  leading  to  the 
discovery  of  300  purchasers  who  had  used  fictitious  names  or  addresses. 

In  its  second  year  of  administering  the  provisions  of  the  Gun  Con- 
trol Act  of  1968  relating  to  importation  of  firearms  and  ammunition, 
the  Service  received  24,360  applications  for  permits  to  import  firearms 
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and  ammunition.  During  the  same  period  1,054,282  sporting  firearms 
were  imported,  and  1,128  applications  were  disapproved  covering:  im- 
ports totaling  12,412  firearms  not  meeting  the  importation  criteria. 

Administrative  appeals  system 

Taxpayer  has  opportunity  for  independent  administrative  review. — 
In  the  examination  of  about  2%  million  tax  returns  each  year  it  is  in- 
evitable that  some  taxpayers  will  disagree  with  proposed  adjustments 
to  their  tax  liability.  It  has  been  a  long-standing  policy  of  the  Service 
to  provide  an  administrative  appeals  procedure  to  enable  taxpayers  to 
settle  these  unagreed  cases  promptly,  without  litigation,  on  a  basis 
which  is  fair  and  impartial  to  both  taxpayer  and  Government.  The 
success  of  the  procedure  is  evidenced  by  the  fact  that  during  the  last 
5  years  over  98  percent  of  all  disputed  cases  were  closed  without  trial. 

The  appeals  function  operates  at  both  district  and  regional  levels 
through  58  district  conference  staffs,  40  regional  appellate  division 
offices,  and  at  other  locations  where  full-time  conference  staffs  are 
not  maintained.  These  offices  consider  issues  relating  to  all  internal 
revenue  taxes  except  those  on  alcohol,  tobacco,  firearms,  narcotics  and 
wagering. 

Tasopayer  has  other  options  available. — If  agreement  is  not  reached 
at  either  the  district  or  regional  office,  the  taxpayer  can,  in  most  cases, 
file  an  appeal  with  the  Tax  Court.  Even  though  this  is  done,  and  the 
case  is  docketed  for  trial,  the  taxpayer  may  still  try  to  reach  a  basis 
of  settlement  with  the  regional  appellate  office.  As  an  alternative 
to  trial  in  the  Tax  Court  the  taxpayer  can  take  his  case  to  the  Court  of 
Claims  or  a  U.S.  District  Court,  but  this  requires  payment  of  the  pro- 
posed deficiency  in  tax,  follow^ed  by  the  filing  of  a  claim  for  refund. 

For  1970,  the  appeals  function  disposed  of  52,324  cases  by  agreement 
compared  to  946  cases  decided  in  the  Tax  Court  and  367  cases  decided 
in  district  courts  and  the  Court  of  Claims.  About  half  of  the  cases 
closed  by  agreement  were  at  the  district  level  and  half  at  the  regional 
level.  District  conference  staffs  obtained  agreements  in  about  65  per- 
cent of  the  cases  they  closed. 

The  major  portion  (over  80  percent)  of  the  appellate  workload  con- 
sists of  nondocketed  cases.  These  are  cases  in  which  taxpayers  have 
elected  to  try  to  settle  their  tax  disputes  with  the  Service  rather  than 
go  direct  to  court.  In  1970,  82  percent  of  these  cases  were  closed  by 
agreement  with  the  taxpayer.  Agreements  on  cases  of  this  kind  have 
averaged  82  percent  over  the  past  5  years. 

International  activities 

The  Service  has  a  broad  overseas  program  consisting  of  three  func- 
tions: (1)  Administration  of  tax  laws  as  they  apply  to  U.S.  citizens 
living  abroad,  nonresident  aliens,  and  foreign  corporations;  (2)  pro- 
viding assistance  when  requested  to  developing  countries  in  improving 
their  systems  of  tax  administration ;  and  (3)  participation  in  the  nego- 
tiation of  tax  conventions  or  treaties  with  foreign  countries  to  prevent 
economic  double  taxation. 

International  operations. — The  Service  maintains  foreign  posts  in 
Bonn,  London,  Manila,  Mexico  City,  Ottawa,  Paris,  Rome,  Saigon, 
Sao  Paulo,  and  Tokyo. 
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The  functions  of  the  foreign  posts  include  district  type  activities 
such  as  audit,  collection,  informal  conference,  locating  and  interview- 
ing witnesses,  assisting  with  depositions,  serving  summonses,  and 
arranging  contacts.  Compliance  is  promoted  by  assisting  U.S.  tax- 
payers residing  abroad.  This  year,  20  agents  were  sent  throughout  the 
free  world,  stopping  in  97  cities  in  50  countries  to  assist  more  than  29,- 
000  taxpayers  in  filing  their  U.S.  tax  returns.  Tax  seminars  were  con- 
ducted in  73  cities,  attended  by  more  than  5,000  taxpayers.  Nearly  900 
servicemen  stationed  abroad  were  given  basic  income  tax  instruction 
by  Service  personnel  to  provide  the  military  community  with  its  own 
tax  assistors. 

Tax  conventions. — The  Office  of  the  Chief  Counsel,  as  representa- 
tives of  the  Commissioner  of  Internal  Revenue,  assisted  the  Treasury 
Department  in  negotiations  with  Trinidad  and  Tobago,  Norway,  and 
Turkey  concerning  bilateral  income  tax  conventions.  Negotiations  also 
took  place  with  France  concerning  a  bilateral  estate  tax  convention  and 
a  protocol  to  the  income  tax  convention  which  would  have  the  effect  of 
extending  the  dividend  tax  credit  to  certain  U.S.  residents. 

An  estate  tax  convention  was  signed  with  the  Netherlands  on  July 
15, 1969.  On  January  9, 1970,  a  new  income  tax  convention  with  Trini- 
dad and  Tobago  was  signed,  and  on  March  6, 1970,  an  income  tax  con- 
vention with  Finland  was  signed. 

Foreign  tax  msistanee. — Starting  its  eighth  year,  the  foreign  tax  as- 
sistance program  continues  to  provide  technical  assistance  and  train- 
ing in  tax  administration  to  developing  countries  upon  request.  It  is  a 
joint  effort  with  the  Agency  for  International  Development  (AID), 
which  provides  funds  and  overall  development  policy,  and  the  Service, 
which  provides  the  technical  program,  direction  and  staffing.  Inter- 
national and  private  organizations  are  continually  consulted  to  insure 
consistency  and  prevent  duplication  of  effort.  Those  contacted  are 
the  Organization  of  American  States,  the  Inter- American  Develop- 
ment Bank,  the  International  Monetary  Fund,  the  United  Nations 
and  others.  Technical  assistance  and  technical  training  are  provided 
in  the  host  countries  while  the  orientation  and  training  of  super- 
visory and  managerial  tax  officials  is  done  in  the  United  States,  nor- 
mally in  English,  Spanish,  or  Portuguese.  One  management  course  was 
presented  this  year  in  Korean.  During  fiscal  1970,  513  tax  administra- 
tion and  finance  ministry  officials  from  67  countries  visited  the  Service 
for  orientation  and  training.  A  total  of  2,206  officials  from  97  foreign 
countries  and  four  U.S.  dependencies  have  received  orientation  or 
training  by  the  Service  since  the  start  of  the  program.  An  average  of 
53  long-term  advisors  staffed  advisory  teams  active  in  18  foreign 
countries. 

The  Inter- American  Center  of  Tax  Administration  (CI AT),  a  re- 
gional self-help  institution  composed  of  the  principal  tax  administra- 
tor of  Western  Hemisphere  countries,  continues  to  grow.  Jamaica  be- 
came the  22d  member  just  prior  to  the  Fourth  General  Assembly  in 
Montevideo,  Uruguay  in  May  1970.  The  U.S.  Delegation  to  the  As- 
sembly was  led  by  Commissioner  Thrower,  who  presented  a  paper  en- 
titled, "Regulations  and  Rulings — Their  Contribution  to  Improved 
Tax  Administration  in  the  United  States." 
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Earlier,  CIAT  had  sponsored  a  technical  seminar  for  managers  of 
automatic  data  processing  systems  which  was  held  in  Bogota,  Colom- 
bia. Deputy  Commissioner  Smith  presented  the  opening  paper  on  the 
"Internal  Organization  of  ADP"  and  Vito  Natrella,  Director  of 
Statistics  Division  made  a  presentation  on  the  "Tax  Keturn  as  a 
Statistical  Document :  The  U.S.  Experience," 

Planning  activities 

Although  planning  occurs  at  every  level  of  an  organization,  the 
Service,  through  its  Planning  and  Research  Staff  provides  full-time 
professional  planners  to  conduct  studies,  prepare  analyses,  and  develop 
forecasts. 

The  Service  played  an  important  role  in  initiating  several  provisions 
of  the  Tax  Reform  Act  of  1969  which  were  designed  to  minimize  over- 
withholding  of  tax  from  wages,  and  to  eliminate  millions  of  nontax- 
able returns  from  low-income  taxpayers. 

Improvement  in  withholding. — A  study  completed  in  early  fiscal 
1970  showed  that  the  chief  cause  of  overpayment  of  individual  income 
taxes  was  voluntary  overwitliholding  arranged  by  employees  with 
their  employers.  Vokmtaiy  overwitliholding  is  estimated  to  be  a  cause 
of  overpayment  on  42  percent  of  the  returns  covered  by  the  study,  and 
accounts  for  39  percent  of  the  total  amount  of  overpayment.  Itemized 
deductions  contributed  to  overpayment  on  33  percent  of  the  returns  and 
accounted  for  22  percent  of  the  total  overpayment.  Intermittent  em- 
ployment also  was  an  overpayment  cause  on  33  percent  of  the  returns 
but  accounted  for  only  11  percent  of  the  overpayments. 

Developments  in  tax  administration. — Other  research  activities  in 
fiscal  1970  have  focused  on  three  areas — ^providing  assistance  to  payers 
of  annuities  and  pensions ;  questionnaire  surveys  of  taxpayer  reactions 
to  certain  tax  returns ;  and  compliance  studies. 

Two  surveys  of  taxpayer  reaction  are  underway.  In  one,  individual 
income  tax  return  filers  are  being  requested  to  give  their  reactions  to 
the  consolidation  of  the  form  1040  and  form  1040A.  The  other  survey, 
still  in  the  preliminary  state,  is  a  fact-finding  study  on  how  well  the 
system  of  paying  estimated  individual  income  tax  is  working. 

The  information  document  matching  program  has  centered  on  new 
special  surveys  of  taxpayer  compliance.  These  relate  to  casino  gam- 
bling payments,  lottery  winnings,  and  health  care  payments. 

Design  of  advanced  automatic  data  processing  system  progresses. — 
The  long  term  program  to  develop  an  adavnced  automatic  data  proces- 
sing system  to  carry  out  tax  administration  functions  over  the  next 
decade  was  continued.  Detailed  requirements  for  support  are  now  be- 
ing analyzed,  to  form  the  basis  for  the  development  of  alternative  sys- 
tem designs.  The  designs  will  be  evaluated  by  an  independent 
consultant  from  the  standpoint  of  cost  and  performance,  using  ad- 
vanced simulation  techniques.  The  benefits  associated  with  the  alter- 
natives will  be  determined,  so  that  decisions  regarding  the  implemen- 
tation of  the  new  system  including  equipment  acquisition,  will  be  based 
on  the  best  available  information. 

Taxpayer  compliance  measurement  program,. — The  Taxpayer  Com- 
pliance Measurement  Program  (TCMP),  established  in  1962,  is  the 
major  long-range  scientific  research  program  of  the  Service.  Since  its 
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inauguration,  TCMP  has  been  expanded  to  cover  four  major  tax  en- 
forcement areas:  (1)  Individual  income  tax  returns  filed,  (2)  cor- 
poration income  tax  returns  filed,  (3)  delinquent  accounts,  and  (4) 
delinquent  returns.  Planning  or  implementation  efforts  were  under- 
taken in  each  of  these  four  areas  during  1970. 

Planning -Programing -Budgeting  System  continues  analyses  of 
major  service  programs. — The  Service  continued  to  conduct  a  number 
of  major  analytical  studies  as  part  of  its  Planning-Programing-Budg- 
eting  System  (PPBS)  in  order  to  develop  the  most  effective  programs 
to  meet  Service  objectives.  Alternatives  are  being  evaluated  by  com- 
paring their  relative  benefits  and  costs.  Among  the  most  significant 
current  PPBS  special  studies  are : 

1.  An  evaluation  of  alternative  methods  for  achieving  the  objectives 
of  the  past-due  accounts  and  delinquent  returns  programs. 

2.  In-depth  cost-benefit  analyses  to  determine  alternative  ways  of 
correcting  more  tax  returns  with  small  manpower  increases.  Alterna- 
tives are  being  evaluated  to  correct  statutorily  unallowable  items  iden- 
tified on  individual  returns  during  regular  code  and  edit  processing. 

3.  A  study  of  compliance  characteristics  in  employment  tax  account- 
ing and  withholding. 

4.  A  study  of  Service  organization  to  analyze  and  evaluate  the  long- 
range  effectiveness  of  Service  structure. 

5.  A  field  evaluation  of  Centralized  Telephone  Taxpayer  Service 
(Centiphone),  designed  to  test  the  cost  and  efficiency  of  Centiphone 
on  taxpayer  service.  In  test  districts,  Centiphone  enables  taxpayers 
from  every  area  within  the  district  to  call  district  headquarters  with- 
out a  toll  charge. 

6.  A  major  study  is  being  undertaken,  with  Treasury  participation, 
to  look  at  alternate  audit  strategies.  Methods  and  procedures  to  increase 
the  effectiveness  of  audit  resources  will  be  sought  by  this  investigation. 

Service  planning  starts  with  projection  of  ivorhload  items. — One 
of  the  first  steps  in  the  development  of  the  Service's  plans  for  budget, 
allocation  of  manpower,  and  facilities  is  the  projection  of  the  major 
returns  to  be  filed  in  future  years. 

For  the  first  time  since  1958,  the  number  of  returns  to  be  filed  is 
expected  to  decline  in  calendar  years  1971  and  1972.  This  is  due  prin- 
cipally to  the  Tax  Reform  Act  of  1969,  which  eliminated  the  require- 
ment for  about  6  million  individual  taxpayers  to  file.  By  1973,  the 
natural  increase  will  have  compensated  for  this  drop  and  the  number 
of  tax  returns  is  expected  to  continue  growing  through  this  decade. 

Although  the  number  of  returns  will  decrease  temporarily,  the 
trend  toward  more  complex  returns  will  continue.  For  example,  indi- 
vidual returns  with  incomes  over  $10,000  will  probably  double  between 
1970  and  1980,  while  those  with  incomes  under  $10,000  will  decline  11.6 
million  returns,  21  percent.  A  similar  although  less  spectacular  trend 
is  expected  in  corporation  returns  where  the  smaller  corporations  with 
assets  under  $50,000  will  increase  by  185,000  returns,  28  percent,  while 
those  with  assets  between  $50,000  and  $100,000  will  rise  by  269,000 
returns,  37  percent. 

The  tax  models  in  1970. — Originally  developed  7  years  ago  to  meet 
the  Treasury's  need  for  timely  estimates  of  the  revenue  effect  of  pro- 
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posed  tax  legislation,  the  individual  and  corporation  tax  models  have 
proved  to  be  valuable  planning  and  economic  tools. 

These  models  utilize  generalized  computer  programs  in  conjunction 
with  specially  prepared  magnetic  tape  files,  containing  randomly 
selected  samples  of  taxpayer  records.  The  models  are  capable  of  meas- 
uring the  effects  of  tax  law  changes  on  each  tax  record  and  projecting 
the  results  to  represent  the  entire  taxpayer  population. 

During  consideration  of  the  Tax  Reform  Act  of  1969,  the  1967  in- 
dividual tax  model  was  used  to  project  and  forecast  the  effect  of  many 
provisions  of  that  law.  Tax  model  tabulations  provided  data  on  the 
classes  of  taxpayers  affected,  the  revenue  effect,  and  the  workload 
requirements  of  the  Service. 

Increase  in  Federal-State  agreements. — Agreements  on  coordination 
of  tax  administration  were  concluded  by  the  Service  with  45  States 
and  the  District  of  Columbia,  including  the  addition  of  Rhode  Island 
this  year. 

Over  the  years  the  program  has  been  extended  beyond  the  original 
arrangements  for  the  physical  inspection  of  returns  and  the  manual 
exchange  of  audit  information.  To  reflect  this  broader  scope  and  the 
application  of  computer  technology  to  tax  administration,  a  model 
agreement  has  been  prepared  for  use  as  a  guide  in  revising  existing 
agreements  or  the  drafting  of  new  ones. 

One  of  the  most  impressive  developments  in  the  program  has  been 
the  furnishing  of  selected  standard  data  elements  from  the  Service's 
individual  master  file  to  State  tax  administrators.  Thirty  States  and 
the  District  of  Columbia  received  such  data  from  1968  tax  returns. 

The  cooperative  audit  program  is  now  in  operation  in  six  States. 
Under  this  program,  the  cooperating  State  devotes  a  significant  por- 
tion of  its  audit  activity  to  performing  audits  of  the  State  returns  of 
taxpayers  whose  Federal  returns  cannot  be  audited  by  the  Service 
because  of  limited  audit  resources.  The  results  of  a  State  audit  are 
used  by  the  Service  in  making  additional  assessments  on  Federal 
returns ;  audit  results  of  the  Service  are  similarly  transmitted  to  the 
States  for  their  use  in  adjusting  assessments  on  State  returns.  Thus, 
Federal  and  State  tax  administrators  benefit. 

Automated  certiftcation  of  credit  for  State  U^nemployment  Tax 
G ontrihutions. — Developmental  work  has  begun  on  a  computerized 
system  for  certification  by  State  unemployment  insurance  agencies  of 
the  credit  which  employers  claim  on  their  Federal  unemployment  tax 
returns  for  contributions  paid  under  State  unemployment  tax  laws. 
The  new  system  will  effect  substantial  cost  savings  over  the  existing 
manual  procedure  under  which  about  1.6  million  return  schedules  are 
shipped  annually  to  State  agencies  for  verification  and  then  shipped 
back  to  Internal  Revenue  Service  Centers  for  manual  recomputation 
of  any  Federal  tax  adjustments. 

Inspection  activities. — The  confidence  of  the  taxpaying  public  in 
the  objectivity  and  integrity  of  the  Internal  Revenue  Service  is  vital 
to  the  success  of  our  tax  system.  To  gain  this  confidence  and  to  insure 
thq,t  it  is  not  violated,  the  Service  conducts  continuing  inspection  into 
questions  concerning  the  integrity  and  effectiveness  of  operations. 
Management  officials  are  furnished  facts  and  data  developed  through 
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internal  audits  and  investigations  with  the  responsibility  for  taking 
corrective  action. 

Although  all  operations  are  examined,  emphasis  is  placed  on  those 
most  directly  related  to  the  collection  of  tax  revenues  and  enforcement 
of  tax  laws,  these  being  the  areas  most  susceptible  to  breaches  of 
integrity.  Data  processing  activities  at  the  seven  regional  service  cen- 
ters are  examined  on  a  continuing  basis  by  auditors  stationed  at  the 
centers. 

Management's  actions  on  reported  deficiencies,  problems,  and  in- 
ternal audit  recommendations  result  in  significant  improvements  in 
programs,  procedures,  and  controls.  Many  involve  investigations  or 
examinations  in  individual  cases.  The  results  of  these  actions  are  often 
measurable  in  terms  of  their  impact  on  the  revenue  or  on  savings  of 
manpower  or  other  resources.  It  is  estimated  that  actual  or  potential 
additional  revenue  and  savings  during  fiscal  1970  exceeded  $28.5 
million. 

Security  investigations  are  made  of  applicants  to  weed  out  the  poor 
risks  and  of  irregularities  or  complaints  which  involve  Service 
employees.  Included  in  these  activities  are  the  investigations  of  persons 
outside  the  Service  who  attempt  to  corrupt  Service  employees  through 
bribery  or  other  means. 

Since  January  1,  1961,  a  total  of  743  Service  employees  have  re- 
ported attempts  to  bribe  them.  These  reports  were  submitted  by  tax 
collectors,  employees  who  audit  tax  returns,  clerks,  stenographers, 
attorneys,  and  persons  involved  in  training  programs.  Since  1961  a 
total  of  189  persons  have  been  arrested  or  indicted  for  attempting 
to  bribe  IRS  employees;  as  of  June  30,  1970,  111  of  these  persons 
have  been  convicted  and  another  55  are  still  awaiting  trial. 

During  the  year  58  defendants  were  brought  to  trial  because  of 
inspection  activities.  Thirty-seven  were  taxpayers  or  tax  practitioners, 
and  21  were  employees  or  former  employees.  Trial  or  indictment  was 
still  pending  on  88  taxpayers  and  45  employees  or  former  employees. 

Internal  security  inspectors  completed  10,107  investigations  during 
the  year,  an  increase  of  about  13  percent  over  last  year's  total  of  8,950. 
An  additional  5,248  checks  of  police  records  were  made  on  persons 
being  considered  for  temporary  short-term  appointments  or  for  posi- 
tions under  special  economic  and  education  opportunity  programs. 

Internal  Security  conducted  1,146  investigations  for  other  Treasury 
components  during  the  year.  As  in  prior  years,  assistance  was  also 
furnished  to  the  Secret  Service  in  the  protection  of  the  President  and 
other  persons. 

Bureau  of  the  Mint^ 

The  principal  functions  of  the  Bureau  of  the  Mint  are  the  manu- 
facture of  coins  of  the  United  States  and  their  distribution  to  the 
Federal  Reserve  banks  and  branches.  Other  functions  include  the  safe- 
guarding, processing,  and  movement  of  gold  and  silver  bullion  for 
the  Treasury;  the  manufacture  of  medals  of  a  national  character; 
the  production  and  sale  of  proof  coins  and  uncirculated  coin  sets; 

1  Additional  Information  Is  contained  in  the  separate  "Annual  Report  of  the  Director 
of  the  Mint." 
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and,  as  scheduling  permits,  the  manufacture  of  foreign  coins  and 
coinage  blanks  on  a  reimbursable  basis. 

The  headquarters  for  the  Bureau  of  the  Mint  is  located  in  Wash- 
ington, D.C.  The  operations  involved  in  performing  the  functions 
of  the  Mint  are  transacted  in  the  several  field  offices.  Mints  are  located 
in  Philadelphia,  Pa.,  and  Denver,  Colo.;  assay  offices  are  in  New 
York,  N. Y.,  and  San  Francisco,  Calif. ; '  bullion  depositories  are  in 
Fort  Knox,  Ky.  (for  gold)  and  in  West  Point,  N.Y.'(for  silver). 
The  silver  depository  at  West  Point  is  an  adjunct  of  the  New  York 
Assay  Office. 

Operations  of  the  Bureau  of  the  Mint,  fiscal  years  1969  and  1970 

Fiscal  year 
Selected  Items 


Coins  manufactured  (millions  of  pieces): 

Domestic  regular  issue  - -  -  - 

Domestic  special  coins  ' -  -  - - 

Foreign  coins - 

Total - 

Newly  minted  coins  issued  (billions  of  pieces) :  ^ 

1-cent  piece - - --- 

5-cent  piece - - 

Dimes -- - 

Quarter  dollars 

Half  dollars-- 

Total. - 

Domestic  coinage  dies  manufactured - -  -  53, 498  49, 173 

Foreign  coinage  dies  manufactured - 4, 423  2, 670 

Medals  and  distinguisiiing  devices  manufactured..  _ --  315,555  101,457 

Electrolytic  refinery  production— gold ,  fine  ounces 1,  753, 192  1,  551 ,  779 

Electrolytic  refinery  production— silver,  fine  ounces - 2,855,030  2,312,299 

Balance  of  gold  bullion  in  mint  at  yearend,  fine  ounces - 283,890,122  289,571,968 

Balance  of  silver  bullion  in  mint  at  yearend,  fine  ounces 97,404,185  65,217,218 

Visitors  touring  the  Philadelphia  and  Denver  mints -.- -  289,722  576,813 

1  Proof  coins. 

2  Excludes  proof  coins. 

Domestic  coinage 

During  fiscal  1970  the  three  coinage  facilities  processed  approx- 
imately 28,833  short  tons  of  coinage  metal  into  7.7  billion  finished 
coins  with  a  face  value  of  nearly  $329  million  dollars.  These  amounts 
include  1,235,125  proof  coin  sets  dated  1969,  and  1,200,132  proof  coin 
sets  dated  1970,  consisting  of  12,176,275  individual  coins  with  a  face 
value  of  $2,216,082.05. 

The  Bureau  of  the  Mint  delivered  7.589  billion  new  coins  to  the 
Federal  Reserve  banks  and  branches  in  fiscal  1970.  In  addition,  over 
68  million  clad  quarters  and  416  million  clad  dimes  were  returned  to 
the  Federal  Reserve  banks  and  branches  for  redistribution  after  they 
had  been  separated  from  the  mixed  silver  and  clad  coins. 

Proof  coins  were  produced  at  the  San  Francisco  Assay  Office  with 
all  coins  bearing  the  "S"  mint  mark.  The  Bureau  of  the  Mint  began 
accepting  orders  for  the  1970  proof  coin  sets  November  1,  1969,  and 
by  December  31,  1969,  orders  had  been  received  to  fill  the  planned 
production  of  approximately  2.6  million  sets. 

-  The  San  Francisco  Assay  Office  also  operates  as  a  mint. 


1969 

1970 

7, 018. 1 

7, 663.  6 

17.3 

12.2 

247. 4 

222.1 

7, 282.  8 

7,897.9 

5. 345 

5.566 

.  319 

.636 

1. 170 

.885 

.338 

.422 

.100 

.080 

7.  272 

7.589 

ADMINISTRATIVE    REPORTS 


129 


Each  of  the  last  3  fiscal  years,  including  1970,  established,  in  turn, 
a  new  high  for  the  production  of  1-cent  coins.  The  fiscal  1970  output 
of  5.565  billion  pieces  surpassed  fiscal  1969  production  by  more  than 
216  million  pieces.  The  total  production  of  this  denomination  for 
these  3  record  years  was  approximately  14.7  billion  pieces,  which  is 
more  than  22  percent  of  all  1-cent  coins  produced  since  1793.  A 
comparison  of  the  production  of  selected  denominations  since  1793 
follows. 

U.S.  COIN  PRODUCTION,  1793  -  JUNE  30, 1970 

(BILLIONS  OF  PIECES) 


HALF  DOLLAR  . . . 
QUARTER  DOLLAR 

DIME 

SCENT 


1-CENT . 
TOTAL   . 


27.9   BILLION 


190M950 
(50  Years) 


24.7 

34.8  BILLION 

1951-1964 
(14  Years) 


341 


42.0  BILLION 

1965-6/30/70 
(5'/2  Years) 


Foreign  coinage 

Finished  coins  produced  for  foreign  governments,  fiscal  1970 


(Millions 
of  pieces) 


Costa  Rica: 

5  centimos 

10  centimos -  -  _ - 

25  centimos 

El  Salvador: 

1  centavo - 

10  centavos ~  -  - 

15,500  proof,  10-pound  (Pidyon  HaBen) 

Liberia: 

5,058  proof  sets  containing  one  each  of  the  following 
denominations:  1  dollar;  50  cents;  25  cents;  10 
cents;  5  cents;  and,  1  cent. 
Panama: 

14,000  proof  sets  containing  one  each  of  the  follow- 
ing  denominations:  1    balboa;    }4   balboa;    H 
balboa;    Vio    balboa;    5    centesimos;    and,    1 
centesuno. 
Philippines: 

1  senttmo - -  -  - 


75  percent  copper,  25  percent  nickel 

do.. — 

do - 


95  percent  copper,  5  percent  zinc 

75  percent  copper,  25  percent  nickel 

90  percent  silver,  10  percent  copper 


lOsentunos. 
25sentimos. 


95  percent  aluminum,  5  percent  mag- 
nesium. 

70  percent  copper,  18  percent  zinc,  12 
percent  nickel. 

do 


20.00 
10.00 
4.00 

5.00 
3.00 

0.02 

0.03 


0.08 

130.  00 
40.00 
10.00 


Total  foreign  coinage,  fiscal  1970. 


222.13 
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In  addition  to  the  finished  coins  produced  for  foreign  governments, 
the  Bureau  of  the  Mint  manufactured  and  delivered  comage  blanks 
for  the  Governments  of  Brazil,  Israel,  and  Mexico.  For  Brazil,  deliv- 
eries were  made  of  two  sizes  of  coinage  blanks,  each  of  a  75  percent 
copper-25  percent  nickel  alloy.  Approximately  68.2  million  were  of 
the  23  mm.  size  for  the  10-centavos  coin,  and  49.9  million  were  of  the 
25  mm.  size  for  the  20-centavos  coin.  For  the  Government  of  Israel, 
the  mint  produced  25,000  blanks  of  a  90  percent  silver-10  percent  cop- 
per alloy,  for  the  10-pound  coin.  The  mint  manufactured  120  million 
50-centavos  blanks  of  a  75  percent  copper-25  percent  nickel  alloy  for 
the  Mexican  Government. 

Silver  activities 

The  General  Services  Administration  continued  as  agent  for  the 
Department  of  the  Treasury  in  the  sale  of  Treasury  silver  for  indus- 
trial use,  as  provided  in  1967  amendments  to  the  silver  regulations 
(31  CFR,  Pt.  56).  Most  of  the  75.4  million  fine  troy  ounces  contracted 
for  sale  during  fiscal  1970  was  obtained  as  a  result  of  the  silver  coin 
melting  program,  concluded  in  fiscal  1970.  The  preparation  of  bars, 
storage,  and  processing  for  delivery  of  this  silver  was  accomplished 
by  the  Bureau  of  the  Mint. 

During  fiscal  1970  the  Bureau  of  the  Mint  recovered  50.5  million 
fine  ounces  of  silver  from  the  melting  of  $12.6  million  of  silver  quar- 
ters and  $57.7  million  of  silver  dimes  which  had  been  separated  from 
inventories  of  coins  not  recirculated  by  the  Federal  Keserve  System. 
This  program,  initiated  in  fiscal  1968,  has  provided  a  total  recovery 
of  212.3  million  fine  ounces  of  silver. 
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New  Philadelphia  Mint 

During  fiscal  1970  finishing  details  on  the  new  mint  structure  were 
completed  and  official  opening  ceremonies  were  held  on  August  14, 
1969,  with  Cabinet  officials,  members  of  Congress,  and  officials  from 
mints  throughout  the  world  in  attendance. 

The  new  mint  is  capable  of  producing  4.0  billion  coins  annually, 
based  on  two-shift  operations  and  a  program  balanced  as  to  denomi- 
nation. Even  though  the  mint  was  not  in  production  for  the  full  year, 
and,  despite  the  problems  of  moving  and  reinstalling  production 
equipment  from  the  old  mint,  the  new  mint  still  managed  to  produce 
1.9  billion  coins  during  fiscal  1970. 

The  visitor  accommodations  provide  opportunity  for  a  clear  view 
of  all  coinage  operations,  including  melting,  rolling,  and  stamping. 
Through  June  30,  1970,  more  than  337,000  visitors  had  taken  the 
self-guided  tour  of  the  building.  This  is  more  than  toured  both  the 
Denver  and  old  Philadelphia  mints  during  the  entire  fiscal  year  1969. 

U.S.  Savings  Bonds  Division 

The  U.S.  Savings  Bonds  Division  promotes  the  sale  and  retention 
of  U.S.  savings  bonds  and  U.S.  savmgs  notes.  The  sale  of  savings 
stamps,  sold  primarily  through  school  systems,  was  discontinued  as  of 
June  30,  1970,  because  of  rising  administrative  costs.  Savings  notes 
were  first  issued  in  May  1967  and  sales  terminated  as  of  June  30, 1970.^ 
This  medium  of  investment  provides  for  the  widespread  distribution 
of  the  national  debt  through  its  ownership  by  a  substantial  part  of  the 
Nation's  citizenry ;  it  provides  a  stabilizing  influence  on  the  economy 
insofar  as  the  average  life  of  the  E  and  H  bonds  is  about  7  years  and 
therefore  constitutes  a  long  term  underwriting  of  the  Nation's  econ- 
omy. Through  its  efforts  the  Division  endeavors  to  sell  enough  bonds 
to  offset  current  redemptions  and  to  lessen  the  need  for  refunding 
other  Treasury  marketable  issues. 

The  program  is  carried  out  by  a  relatively  small  Government  staff 
assisted  by  a  large  corps  of  sales  promotion  volunteers.  Liaison  is 
maintained  with  all  types  of  financial,  business,  labor,  agricultural, 
and  educational  institutions,  and  w4th  community  groups  of  all  kinds. 
Their  volunteer  services  are  enlisted  to  sell  savings  bonds  through 
banks,  savings  and  loan  associations,  credit  unions,  certain  post  offices, 
and  thousands  of  business  establishments  and  other  employers 
operating  payroll  savings  plans. 

Sales  of  series  E  and  H  savings  bonds  and  savings  notes  totaled 
$4,772  million  in  fiscal  1970. 

Promotional  activities 

During  fiscal  1970  the  payroll  savings  plan  was  vigorously  pro- 
moted among  industrial  employees ;  Federal,  State,  and  local  govern- 
ment employees;  and  the  military  services.  Campaign  efforts  resulted 
in  the  enrollment  of  1,939,000  new  savers  under  the  payroll  savings 
plan.  Participants  in  the  payroll  savings  plan,  as  of  June  30,  1970, 

totaled  more  than  10  million.  Over  $52  billion  of  savings  bonds  and 
\ 

1  See  exhibit  3. 
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savings  notes  were  held  at  the  close  of  fiscal  1970,  24  percent  of  all  of 
the  privately  held  Federal  debt.  It  is  estimated  that  some  13  million 
families  own  these  bonds  and  shares  so  that  the  average  holdings  for 
each  such  family  unit  would  amount  to  $4,000.  During  fiscal  1970  these 
savers  received  $2.2  billion  in  interest. 

Mr.  Gordon  M.  Metcalf,  chairman  of  the  board.  Sears,  Roebuck  & 
Co.,  directs  the  1970  payroll  savings  campaign  in  industry,  which  was 
launched  with  the  annual  meeting  of  the  U.S.  Industrial  Payroll  Sav- 
ings Committee  in  Washington,  D.C,  on  January  14,  1970.  As  chair- 
man, Mr.  Metcalf  heads  the  Committee  which  includes  seven  former 
chairmen  and  45  top  executives  of  the  Nation's  key  corporations. 
Twenty -two  members  of  this  Committee  are  responsible  for  organizing 
the  industrial  campaign  in  major  business  centers;  23  Committee 
members  represent  major  industries.  Industry  members  have  traveled 
to  other  parts  of  the  country  to  bring  fellow  industrialists  together  to 
win  support  for  the  program,  while  geographic  members  of  the  Com- 
mittee launched  the  payroll  savings  campaign  at  luncheon  meetings 
of  the  business,  labor  and  community  leaders  of  their  areas.  Mr.  Met- 
calf has  addressed  14  top  management  meetings  in  various  parts  of 
the  country,  helping  the  geographic  chairmen  get  their  campaigns 
underway.  On  April  8,  1970,  he  appeared  on  NBC  national  television 
network  "Today"  show.  More  than  60  stations  also  presented  their 
local  volunteer  campaign  leaders  to  further  publicize  savings  bonds. 
Mr.  Metcalf  also  provided  a  number  of  sales  tools  for  the  Committee 
and  savings  bonds  staff,  including  an  audio-visual  presentation  which 
was  shown  to  top  executives  who  were  being  encouraged  to  join  the 
campaign. 

Under  the  direction  of  Interdepartmental  Chairman  Robert  H. 
Finch,  the  then  Secretary  of  Health,  Education,  and  Welfare,  and 
Vice  Chairman  Maurice  H.  Stans,  Secretary  of  Commerce,  a  success- 
ful spring  campaign  was  conducted  among  both  civilian  and  military 
personnel  in  the  Federal  Government.  Polly  Bergen,  motion  picture 
and  television  personality,  participated  as  honorary  chairman  of  the 
1970  Federal  Payroll  Savings  Campaign,  in  the  April  9  "Kick-Off 
Rally"  for  key  workers.  During  the  spring  campaign  approximately 
112,000  civilian  employees,  a  number  equal  to  that  of  the  previous 
year,  signed  new  bond  allotments.  New  bond  allotments  were  signed 
by  109,000  members  of  the  Armed  Forces,  and  83,000  civilian  em- 
ployees increased  their  allotments.  The  total  civilian  and  military  par- 
ticipants, as  of  June  30,  1970,  amounted  to  better  than  3,200,000.  For 
the  fourth  consecutive  year  sales  to  Federal  personnel  exceeded  $1 
billion. 

Volunteer  State  chairmen  of  State  savings  bonds  committees  met 
with  Treasury  officials  and  members  of  the  American  Bankers'  Asso- 
ciation savings  bonds  committee  in  a  national  conference  in  Wash- 
ington, D.C,  April  1  and  2.  Mr.  Douglas  R.  Smith,  president  of  the 
National  Savings  &  Trust  Co.,  Washington,  D.C,  was  appointed  na- 
tional chairman  of  the  savings  bonds  committee  of  the  American 
Bankers'  Association  in  September  1969.  The  committee  sponsored 
resolutions  favoring  active  participation  in  the  savings  bonds  program 
which  were  adopted  at  the  annual  spring  convention  of  many  State 
bankers'  associations.  Chairman  Smith  pei"Sonally  traveled  extensively 
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to  meet  with  businessmen  and  bankers  to  explain  the  important  role 
of  savings  bonds  in  the  full  spectrum  of  modern  banking  services. 

The  national  organizations  program  instituted  in  calendar  year 
1969-70  provided  a  "grass  roots"  approach  whereby  participating 
organizations  mailed  materials  and  order  cards  promoting  the  sav- 
ings bonds  program  directly  to  their  local  unit  presidents.  An  execu- 
tive committe  for  the  national  organizations  program  was  appointed 
and  met  for  the  first  time  in  March  1970  under  the  chairmanship  of 
Hugh  H.  Cranford,  executive  secretary  of  Optimist  International, 

The  savings  bonds  program  has  continued  to  enjoy  the  support  of 
organized  labor.  Mr.  George  Meany,  president  of  the  AFL-CIO, 
participated  in  the  meeting  of  the  U.S.  Industrial  Payroll  Savings 
Committee  on  January  14,  1970,  and  was  honored  for  his  many  years 
of  service  on  behalf  of  the  program  by  the  presentation  of  the  Secre- 
tary's gold  Award  of  Merit.  In  his  remarks,  Mr.  Meany  reaffirmed 
labor's  support  for  the  bond  program,  and  urged  its  expansion,  saying 
"The  payroll  savings  plan  must  be  extended  to  an  increasmg  number 
of  employers  and  the  value  of  tlie  plan  must  be  explained  to  an  in- 
creasing number  of  workers."  He  noted  that  wage  and  salary  work- 
ers are  the  major  buyers  of  U.S.  savings  bonds. 

The  Advertising  Council,  aided  by  volunteer  taskforce  agencies, 
continued  to  provide  top-flight  materials  for  the  bond  program.  An 
estimated  $60  million  in  time  and  space  was  contributed  b^  the  ad- 
vertising media  during  the  fiscal  year.  Daily  newspapers  carried  20,500 
ads  and  magazines  puolished  130,400  lines  on  savings  bonds.  A  human 
interest  TV  commercial  "Haircut"  won  four  professional  national 
awards  in  the  media;  an  outdoor  poster  design,  "Take  Stock  in 
America,"  received  a  third-place  award  for  artistic  excellence  from  the 
Institute  of  Outdoor  Advertising. 

Bob  Hope,  Apollo  11  astronauts  Armstrong  and  Collins,  Raquel 
Welch,  Barbara  McNair,  and  Glen  Campbell  starred  in  a  new  short 
subject  for  theatres,  "Stars  and  Bonds,"  produced  by  Paramount 
through  the  generosity  of  Charles  Bluhdorn  of  Gulf  &  Western  In- 
dustries, motion  picture  chairman  of  the  U.S.  Industrial  Payroll  Sav- 
ings Committee.  Robert  Young  starred  in  a  bond  film  for  payroll 
savings  solicitors,  "Rally  'Round  the  Flag,"  produced  by  Universa,!; 
and  other  stars  and  studios  continued  their  support  with  theatre  trail- 
ers and  TV  film  messages. 

The  National  Panel  on  Public  Relations  for  Savings  Bonds  was 
headed  again  this  year  by  James  T.  Coleman,  director  of  public 
relations  for  Tupperware,  Members  of  the  panel  met  informally  in 
Miami  in  January  1970,  in  conjunction  with  the  Orange  Bowl  Parade. 

The  International  Cheerleading  Foundation,  Inc.,  sponsored  a 
savings  bonds  segment  in  its  90  minute  "Spirit  of  '70"  show  presented 
at  18  colleges  and  universities.  The  program,  featuring  commentary, 
music  and  pompon  routines,  geared  to  today's  youth  market,  is  avail- 
able for  youth  groups,  special  bond  events,  and  radio  and  television 
appearances. 

Management  improvement 

As  a  result  of  the  study  by  a  team  from  the  Office  of  the  Assistant 
Secretary  for  Administration,  a  major  reorganization  of  field  opera- 
tions became  effective  January  1,  1970.  The  former  regional  structure 
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was  abolished  and  12  marketing  offices  were  established  which  rep- 
resented a  State  or  group  of  States  having  geographic  and  economic 
homogeneity. 

Through  the  incorporation  of  six  class  I  States  in  the  12  markets 
which  now  constitute  the  field  organization,  the  Division  has  elimi- 
nated the  former  regional  layer  of  supervisory  authority  insofar  as 
these  States  now  report  to  the  Director  of  Marketing  at  headquarters. 

Concomitant  with  the  reorganization  has  been  the  redeployment 
of  positions  to  market  areas  needing  better  manpower  coverage  and 
reducing  coverage  in  offices  which  did  not  merit  it  because  of  low  sales 
potential.  Pursuant  to  this,  offices  in  Nevada  and  Alaska  were  closed 
in  fiscal  1970. 

The  fiscal  1969  curtailment  of  the  direct  mail  bank  letter  program 
generated  reportable  savings  in  fiscal  1970  of  an  additional  $45,000. 

Internal  audit  program 

During  fiscal  1970  operational  surveys  were  made  in  six  States: 
Illinois,  Indiana,  Oklahoma,  Iowa,  New  Jersey,  and  Virginia.  Surveys 
were  also  conducted  in  the  Southwest  market  office  and  the  Midwest 
market  office,  as  well  as  the  distribution  center  in  Chicago.  Increased 
coverage  of  field  activities  was  made  possible  by  the  assumption  of  the 
fiscal  audit  by  the  staff  of  the  Bureau  of  the  Public  Debt's  Internal 
Audit  Service.  As  a  result  of  the  first  annual  fiscal  audit  by  the 
Bureau's  team,  it  was  recommended  that  the  Division  install  new  ac- 
counting equipment  to  facilitate  timely  preparation  of  essential  finan- 
cial budgetary  and  internal  cost-based  budgetary  reports.  The  new 
equipment  was  delivered  shortly  before  the  close  of  the  fiscal  year 
and  is  being  programed  to  meet  the  accounting  system  needs  of  the 
Division. 
EDP  operations 

During  fiscal  1970  the  Office  of  Program  Planning  produced  a  com- 
prehensive EDP  Procedural  Manual  and  conducted  a  series  of  semi- 
nars in  field  offices  and  at  headquarters  to  better  acquaint  the  Division's 
staff  with  the  purpose  and  usage  of  the  statistical  data  garnered 
under  the  program.  The  number  of  reporting  units  on  the  EDP  tapes 
is  38,416  which  represents  18,113  intrastate  companies  and  20,303  inter- 
state companies  (including  branches  of  companies)  or  approximately 
22,000  individual  companies.  The  output  data  on  these  companies 
comprises  printouts  broken  down  into  marketing  units,  plus  sum- 
maries by  size  groups,  printouts  by  industries  and  listings  by  inter- 
state company  units.  These  reports  are  disseminated  to  field  offices 
and  utilized  by  headquarters  for  evaluating  sales  performance  and 
assigning  work  load. 

Stafif  development 

During  fiscal  1970  the  staff  development  program  was  bolstered  by 
giving  members  of  our  professional  staif  exposure  to  the  principles 
of  professional  salesmanship  (POPS),  an  American  Management  As- 
sociation in-house  training  course. 

In  surveying  its  manpower  needs  the  Division  has  recognized  the 
need  for  an  infusion  of  younger  blood  to  assure  the  continuity  and 
vigor  of  the  program.  In  fiscal  1970  the  Division  has  turned  to  the 
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Federal  Service  Entrance  Examination  Register  to  recruit  for  the  fill- 
ing of  vacancies  in  our  professional  positions. 

U.S.  Secret  Service 

The  major  responsibilities  of  the  U.S.  Secret  Service  defined  by  sec- 
tion 3056,  title  18,  United  States  Code,  are  to  protect  the  President  of 
the  United  States,  the  members  of  his  immediate  family,  the  President- 
elect, the  Vice  President  or  other  officer  next  in  the  order  of  succession 
to  the  office  of  the  President,  and  the  Vice-President-elect;  to  protect 
the  person  of  a  former  President  and  his  wife  during  his  lifetime,  the 
person  of  the  widow  of  a  former  President  until  her  death  or  re- 
marriage, and  minor  children  of  a  former  President  until  they  reach  16 
years  of  age,  unless  such  protection  is  declined;  to  protect  persons 
who  are  determined  from  time  to  time  by  the  Secretary  of  the  Treas- 
ury, after  consultation  with  the  advisory  committee,  as  being  major 
presidential  or  vice  presidential  candidates,  unless  such  protection  is 
declined ;  the  detection  and  arrest  of  persons  committing  any  offenses 
against  the  laws  of  the  United  States  relating  to  coins,  obligations, 
and  securities  of  the  United  States  and  of  foreign  governments;  and 
the  detection  and  arrest  of  persons  violating  certain  laws  relating  to 
the  Federal  Deposit  Insurance  Corporation,  Federal  land  banks,  and 
Federal  land  bank  associations. 

Management  improvement 

During  fiscal  1970,  the  names  of  all  persons  arrested  by  the  Secret 
Service,  the  type  of  violation  involved,  and  other  pertinent  related 
arrest  data  have  been  processed  into  an  automated  information  stor- 
age and  retrieval  system.  This  system  was  operated  throughout  the 
year  on  a  parallel  basis  with  an  existing  manual  arrest  information 
system. 

The  machine  processable  data  base  of  the  Counterfeit  Money  In- 
formation System  was  expanded  during  fiscal  1970  to  include  all  data 
originated  prior  to  fiscal  1968.  The  data  base  now  provides  a  full  his- 
tory of  all  counterfeit  notes  up  to  the  current  reporting  period.  It  also 
includes  "parent"  note  identifications  for  each  circular  numbered 
counterfeit  note.  The  "parent"  note  is  used  to  associate  notes  that  have 
common  origins.  The  date  of  counterfeit  plant  seizures  as  identified  to 
particular  notes  was  also  entered.  These  changes  to  the  system  pro- 
vided a  much  more  comprehensive  data  base  from  which  to  draw  in- 
formation concerning  counterfeit  activities.  The  expanded  data  base 
permitted  the  use  of  the  computer  to  manipulate  counterfeit  data 
heretofore  requiring  considerable  manual  effort. 

Personnel 

During  fiscal  1970,  the  Secret  Service  increased  its  total  permanent 
personnel  strength  by  364,  including  100  Executive  Protective  Service 
officers. 

The  most  significant  development  in  Secret  Service  personnel  man- 
agement activity  was  Public  Law  91-217  enacted  on  March  19,  1970, 
which  established  the  Executive  Protective  Service.  This  bill  raised 
the  legislative  limit  from  250  to  850  police  officers  in  the  White  House 
Police  Force  and  made  it  necessary  to  initiate  a  nation-wide  recruit- 
ment effort. 
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During  the  fiscal  year,  the  Secret  Service  Training  Division  moved 
to  new  space  which  made  it  possible  to  increase  its  training  program 
significantly.  There  were  81,520  manhours  of  training  completed  by 
personnel  engaged  in  investigative,  protective,  and  administrative 
functions.  In  addition,  25,612  manhours  of  interagency  training  and 
5,096  manhours  of  nongovernment  training  were  completed.  A  total 
of  112,228  manhours  of  training  was  completed  by  the  Service  during 
fiscal  1970. 

The  Training  Division  developed  and  presented  an  in-service  train- 
ing program  for  senior  special  agents,  to  bring  them  up-to-date  on 
various  Service  activities. 

During  fiscal  1970,  the  Secret  Service  provided  protective  training 
to  members  of  the  U.S.  Marshals'  Office,  and  the  North  Carolina  and 
Maryland  State  Police.  The  most  significant  development  affecting 
training  during  the  year  was  that  the  additional  function  of  protect- 
ing embassies  was  assigned  to  the  Secret  Service.  This  necessitated 
training  new  personnel  in  basic  police  duties.  A  new  program  of  train- 
ing had  to  be  developed  since  the  officers  had  previously  received 
their  basic  training  from  the  Metropolitan  Police  Department  in 
Washington,  D.C. 

Inspection  and  audit 

Evaluation  methods  and  procedures  for  comprehensive  inspections 
of  every  area  of  the  Service  were  updated  and  improved  during  fiscal 
1970. 

Inspections  resulted  in  improvements  in  training  procedures,  weap- 
ons policies,  and  other  areas.  Inspectors  represented  the  Director  in 
many  special  top-level  projects  and  surveys,  some  of  which  were  re- 
lated to  assisting  State  governments  in  the  development  or  improve- 
ment of  their  inspection  and  security  programs. 

Protective  responsibilities 

The  protection  of  the  First  Family,  the  Vice  President,  former 
Presidents  and  their  wives,  and  the  minor  children  of  a  former  Presi- 
dent until  they  reach  16  years  of  age  continued  to  be  the  primary 
responsibility  of  the  Secret  Service. 

The  Executive  Protective  Service  was  established  when  President 
Nixon  signed  Public  Law  91-217  on  March  19,  1970.  The  new  legisla- 
tion expanded  the  responsibilities  and  size  of  what  was  formerly  the 
White  House  Police.  The  new  security  force  will  continue  to  protect 
the  Wliite  House;  buildings  in  which  Presidential  offices  are  located; 
the  President  and  his  immediate  family,  and  now  protects  foreign  dip- 
lomatic missions  located  in  the  metropolitan  area  of  the  District  of 
Columbia. 

Investigative  responsibilities 

The  Secret  Service  had  one  of  its  most  successful  years  during  fiscal 
1970.  While  counterfeiters  were  producing  more  counterfeits  than 
ever  before,  they  were  less  successful  in  passing  their  product  than  in 
the  preceding  2  years. 

The  Service  seized  a  record  high  of  $16.3  million  in  counterfeits 
with  only  a  little  over  $2  million  being  passed  on  the  public.  This 
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means  that  for  every  9  counterfeit  dollars  made,  8  were  seized  from 
the  counterfeiters  before  they  could  pass  them. 

The  following  summaries  represent  the  current  trend  in  the  investi- 
gation of  counterfeiting  cases  by  this  Service. 

In  April  1970,  the  Secret  Service  learned  from  an  informant  that 
a  group  of  four  conspirators  had  met  in  Denver,  Colo.,  to  decide  how 
to  distribute  over  $600,000  in  counterfeit  money  they  had  produced. 
As  one  of  the  men  was  a  pilot,  they  decided  to  use  an  airplane  to  trans- 
port the  notes  to  various  distribution  areas. 

On  May  1,  1970,  agents  began  a  series  of  arrests  which  resulted  in 
the  seizure  of  over  $600,000  in  counterfeit  $20  Federal  Keserve  notes 
in  Gilbert,  Ariz.,  and  the  plant  which  produced  them  in  Denver,  Colo. 
All  of  the  conspirators  were  apprehended;  two  in  a  motel  room  in 
El  Paso  while  in  the  act  of  using  narcotics.  Few  of  the  counterfeits 
ever  reached  the  public. 

Another  case  originating  in  a  bar  in  San  Mateo,  Calif.,  illustrates 
the  importance  of  a  citizen  promptly  reporting  a  violation. 

A  man  who  passed  a  counterfeit  $20  note  in  a  bar  fled  when  the  bar- 
tender became  suspicious.  The  bartender  noted  his  car  license  number 
and  immediately  notified  the  local  Secret  Service  office.  Agents  found 
the  man  in  his  home  burning  about  $27,000  in  counterfeits.  It  was 
determined  that  he  had  made  the  notes  himself  and  had  passed  only 
the  one  note  before  being  arrested. 

In  March  1970,  the  victim  of  a  counterfeit  note  pass  in  Sacramento 
recorded  a  partial  license  number  from  the  fleeing  passer.  A  check 
on  combinations  of  the  number  led  agents  to  a  printer.  On  March  27, 
1970,  agents  observed  the  suspect  passing  two  counterfeit  notes  and 
immediately  arrested  him.  They  found  $1,404,625  in  counterfeits  in  the 
printing  shop  in  which  he  was  employed.  Agents  seized  negatives, 
plates,  and  other  equipment  the  counterfeiter  had  used  in  printing 
the  notes.  Over  $15,000  in  these  notes  had  been  passed  in  California 
during  the  previous  several  months.  Following  the  arrest  the  note 
passing  ceased. 

In  another  case  originating  in  the  Philadelphia  district,  an  under- 
cover agent  met  two  brothers  in  a  motel  room  to  purchase  a  quantity 
of  counterfeit  notes.  The  suspects  arrived  at  the  room  armed,  one  with 
a  machinegun,  to  deliver  $45,000  of  counterfeit  notes.  Both  were  ar- 
rested without  a  shot  being  fired. 

During  fiscal  1970  there  were  an  increasing  number  of  incidents 
in  which  Secret  Service  agents  investigating  counterfeiting  cases  were 
confronted  by  persons  carrying  firearms.  Earlier  in  the  year  an  indi- 
vidual in  a  Chicago  investigation  was  shot  and  killed  by  agents  during 
a  shoot-out  following  a  sale  of  counterfeit  notes.  In  January,  a  Boston 
counterfeiter  was  wounded  when  resisting  arrest.  In  almost  every 
significant  counterfeiting  case  weapons  are  being  carried  by  the  coun- 
terfeiter. One  counterfeiter  explained  this  by  stating,  "If  we  thought 
we  were  selling  notes  to  an  agent,  we  just  wouldn't  show  up.  We  need 
the  guns  to  protect  our  property  from  a  stickup."  In  January  and 
February,  the  Secret  Service  held  four  seminars  in  Washington,  D.C., 
for  field  office  supervisors,  in  order  to  focus  on  this  problem. 

Gains  were  also  made  in  the  investigation  of  forged  checks  and 
bonds.  The  Secret  Service  arrested  3,032  persons  for  the  forgery  and 
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cashing  of  Government  checks.  This  represents  a  43-percent  increase 
over  the  2,119  arrested  the  previous  year.  Although  the  actual  number 
of  Government  checks  stolen,  forged  and  cashed  increased  6  percent 
during  the  fiscal  year,  the  total  Government  checks  paid  during  this 
same  period  increased  from  584,790,854  to  625,717,567,  or  7  percent 
over  the  previous  year.  The  slight  increase  in  the  number  of  forged 
checks  was  consistent  with  the  increase  in  checks  actually  paid,  while 
the  substantial  increase  in  the  number  of  forgers  arrested  appears  to 
indicate  that  many  of  the  new  forgers  were  unsuccessful  in  their  efforts. 

From  1965  through  1969,  a  husband  and  wife  team  traveled  through- 
out 20  States  stealing,  forging  and  cashing  Government  checks.  Al- 
though they  were  eventually  identified,  their  mobility  and  ability  to 
convince  merchants  and  banks  of  their  legitimacy  aided  them  in  avoid- 
ing arrest. 

On  November  4,  1969,  a  bank  teller  in  Richmond,  Va.,  recognized 
the  man  who  was  attempting  to  negotiate  a  check  from  photographs 
the  Secret  Service  had  distributed  throughout  the  country.  After  he 
left  the  bank,  the  teller  called  the  Secret  Service  and  agents  were 
dispatched  to  the  area.  The  couple  was  arrested  in  the  vicinity  of  the 
bank  and  later  identified  as  having  cashed  forged  Government  checks. 
The  husband  and  wife  were  sentenced  to  15  years  and  10  years, 
respectively. 

Early  in  1969,  an  inmate  who  owed  25  years  in  Federal  sentences  to 
the  Government  for  previous  forgery  of  Government  obligations,  es- 
caped from  a  Mississippi  prison.  Following  his  escape,  he  stole  and 
cashed  checks  in  Louisiana,  Florida,  Georgia,  Virginia,  Tennessee, 
Oklahoma,  and  Texas.  In  addition  to  stealing  checks  from  mailboxes, 
he  burglarized  post  offices  in  Tampa,  Fla.,  Nashville,  Tenn.,  and  Dallas, 
Tex.  It  is  estimated  that  he  stole  between  and  400  and  500  checks  dur- 
ing this  period.  In  January,  the  escapee  was  arrested  following  the 
burglary  of  a  post  office  in  Dallas,  with  200  stolen  checks  and  ap- 
proximately $10,000  in  cash  in  his  possession.  Within  a  week  he  and 
three  other  prisoners  escaped;  three  weeks  later  he  was  arrested  in 
New  Orleans  and  returned  to  Dallas  where  he  was  awaiting  prosecu- 
tion at  the  end  of  the  fiscal  year. 

There  was  an  18-percent  decrease  in  the  number  of  forged  Govern- 
ment bonds  received  by  the  Service  for  investigation,  from  19,848  in 
fiscal  1969  to  16,236  in  fiscal  1970.  During  this  same  period  the  Service 
arrested  123  persons  for  bond  forgery,  an  increase  of  9  percent  over  the 
previous  year.  A  number  of  those  arrested  were  members  of  organized 
groups. 

The  growth  of  this  criminal  activity  is  evidenced  by  the  Bureau  of 
the  Public  Debt's  report  of  May  31,  1970.  At  that  time,  there  were 
312,499  stolen  bonds  of  record,  representing  over  $34  million.  These 
figures  only  include  reported  thefts  amounting  to  $1,000  or  more. 

In  September  1969,  an  informant  advised  the  Secret  Service  office 
in  Buffalo  that  four  individuals,  three  of  whom  he  identified,  planned 
to  travel  to  New  York  City,  obtain  stolen  savings  bonds  and  proceed  to 
Atlantic  City,  N.J.,  to  negotiate  them.  With  the  cooperation  of  the 
Atlantic  City  Police  Department,  a  surveillance  was  maintained  in 
several  banks.  As  a  result,  one  of  the  men  was  arrested  when  he  at- 
tempted to  cash  five  of  the  bonds.  He  then  identified  his  associates 
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and  each  was  arrested  upon  his  return  to  Buffalo,  Fifty-six  additional 
bonds  were  recovered. 

Another  bond  forgery  investigation  invoh^ed  a  female  forger  who 
was  a  member  of  an  interstate  burglary  ring.  She  forged  and  cashed 
258  savings  bonds  registered  to  five  individuals,  each  living  in  a  dif- 
ferent major  city — San  Francisco,  Minneapolis,  Phoenix,  Portland 
(Oregon),  and  Oklahoma  City.  She  was  eventually  arrested  and  sen- 
tenced to  a  3  year  jjrison  term. 

The  following  table  shows  the  number  of  criminal  and  noncriminal 
investigation  arrests  made  by  the  Secret  Service  in  fiscal  years  1969 
and  1970. 

Number  of  arrests,  fiscal  years  1969  and  1970 

Offenses  1969  1970 

Counterfeiting _ 

Forged  Government  checks, _ _ 

Forged  G  overnment  bonds _ .  _ _ _ .  _ 

Protective  intelligence 

Miscellaneous _  _  _ 

Total 4,019  4,944 


Offenses  investigated  by  the  Secret  Service  resulted  in  the  con- 
viction of  3,470  persons,  95.4  percent  of  the  cases  brought  to  trial 
during  fiscal  1970. 

Treasury  Security  Force 

The  newly  designated  Treasury  Security  Force  (formerly  named 
the  Treasury  Guard  Force) ,  completed  an  intensive  in-service  train- 
ing program  during  fiscal  1970  conducted  by  Secret  Service  agents. 
The  improved  quality  of  performance  is  evidenced  by  their  record  of 
30  felony  arrests  of  individuals  attempting  to  cash  forged  Govern- 
ment obligations  at  the  main  Treasury  cash  room  during  the  fiscal 
year. 

Cooperation 

The  Secret  Service  is  also  involved  in  the  Organized  Crime  Strike 
Force  effort  of  the  Department  of  Justice.  There  are  15  sj^ecial  agents 
assigned  to  the  12  operating  Strike  Force  units.  They  are  involved 
in  91  separate  investigations  designated  as  organized  crime  cases  and 
during  fiscal  1970,  expended  44,000  manhours  in  this  category. 

The  Secret  Service  appreciates  the  outstanding  assistance  it 
continues  to  receive  from  law^  enforcement  at  all  levels,  and  from 
interested  citizens  in  behalf  of  its  protective  and  investigative 
responsibilities. 
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Public  Debt  Operations,  Regulations,  and  Legislation 

Treasury  Notes  Oflfered  and  Allotted 

During  fiscal  year  1970  there  were  no  offerings  of  marketable  Treasury  cer- 
tificates of  indebtedness  or  Treasury  bonds. 

Exhibit  1. — ^Treasury  notes 

Two  Treasury  circulars,  one  containing  an  exchange  offering  and  the  other 
containing  a  cash  offering,  are  reproduced  in  this  exhibit.  Circulars  pertaining 
to  the  other  note  offerings  during  the  fiscal  year  1970  are  similar  in  form  and 
therefore  are  not  reproduced  in  this  report.  However,  essential  details  for  each 
offering  are  summarized  in  the  first  table  following  the  circulars  and  the  allot- 
ment of  the  new  notes  will  be  shown  in  table  36  in  the  Statistical  Appendix. 

DEPARTMENT  CIRCULAR  NO.  8-69.  PUBLIC  DEBT 

Teeastjry  Depaetmeint, 
Washington,  September  18,  1969. 

1.    OFFERING   OP   NOTES 

1.  The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second 
Liberty  Bond  Act.  as  amended,  offers  notes  of  the  United  States,  designated  7l^ 
percent  Treasury  Notes  of  Series  C-1976,  at  99.50  percent  of  their  face  value,  in 
exchange  for  the  following  securities,  singly  or  in  combinations  aggregating 
$1,000  or  multiples  thereof : 

(1)  11/2  percent  Treasury  Notes  of  Series  EO-1969,  due  October  1,  1969; 

(2)  4  percent  Treasury  Bonds  of  1969,  due  October  1,  1969;  or 

(3)  21/2  percent  Treasury  Bonds  of  196i-69,  due  December  15,  1969,  with 
a  cash  payment  of  $2.20  per  $1,000  to  subscribers. 

Interest  will  be  adjusted  on  the  bonds  of  1964-69  as  of  December  15,  1969.  Pay- 
ments on  account  of  accrued  interest  and  cash  adjustments  will  be  made  as  set 
forth  in  Section  IV  hereof.  The  amount  of  this  offering  will  be  limited  to  the 
amount  of  eligible  securities  tendered  in  exchange.  The  books  will  be  open  only 
on  September  22  through  September  24,  1969.  for  the  receipt  of  subscriptions. 

2.  In  addition,  holders  of  the  securities  enumerated  in  Paragraph  1  of  this 
section  are  offered  the  privilege  of  exchanging  all  or  any  part  of  them  for  8 
percent  Treasury  Notes  of  Series  E-1971,  or  7%  percent  Treasury  Notes  of 
Series  A-1973,  which  offerings  are  set  forth  in  Department  Circulars,  Public 
Debt  Series — Nos.  6-69  and  7-69,  issued  simultaneously  with  this  circular. 

n.    DESCRIPTION   OF   NOTES 

1.  The  notes  will  be  dated  October  1, 1969,  and  will  bear  interest  from  that  date 
at  the  rate  of  7^/^  percent  per  annum,  payable  on  a  semiannual  basis  on  Febru- 
ary 15  and  August  15,  1970,  and  thereafter  on  February  15  and  August  15  in 
each  year  until  the  principal  amount  becomes  payable.  They  will  mature  Au- 
gust 15,  1976,  and  will  not  be  subject  to  call  for  redemption  prior  to  maturity. 

2.  The  income  derived  from  the  notes  is  subject  to  all  taxes  imposed  under  the 
Internal  Revenue  Code  of  1954.  The  notes  are  subject  to  estate,  inheritance,  gift 
or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all  taxation 
now  or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any  State,  or 
any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing  authority. 

3.  The  notes  will  be  acceptable  to  secure  deposits  of  public  moneys.  They  will 
not  be  acceptable  in  payment  of  taxes. 

4.  Bearer  notes  with  interest  coupons  attached,  and  notes  registered  as  to  prin- 
cipal and  interest,  will  be  issued  in  denominations  of  $1,000,  $5,000,  $10,000, 
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$100,000,  $1,000,000,  $100,000,000  and  $500,000,000.  Provision  will  be  made  for  the 
interchange  of  notes  of  different  denominations  and  of  couiwn  and  registered 
notes,  and  for  the  transfer  of  registered  notes,  under  rules  and  regulations  pre- 
scribed by  the  Secretary  of  the  Treasury. 

5-  The  notes  will  be  subject  to  the  general  regulations  of  the  Treasury  Depart- 
ment, now  or  hereafter  prescribed,  governing  United  States  notes. 

m.    SUBSCRIPTION   AND  ALLOTMENT 

1.  Subscriptions  accepting  the  offer  made  by  this  circular  will  be  received  at 
the  Federal  Reserve  Banks  and  Branches  and  at  the  OflSce  of  the  Treasurer  of 
the  United  States,  Washington,  D.C.  20220.  Banking  institutions  generally  may 
submit  subscriptions  for  account  of  customers,  but  only  the  Federal  Reserve 
Banks  and  the  Treasury  Department  are  authorized  to  act  as  oflBcial  agencies. 

2.  Under  the  Second  Liberty  Bond  Act,  as  amended,  the  Secretary  of  the 
Treasury  has  the  authority  to  reject  or  reduce  any  subscription,  and  to  allot  less 
than  the  amount  of  notes  applied  for  when  he  deems  it  to  be  in  the  public  interest ; 
and  any  action  he  may  take  in  these  respects  shall  be  final.  Subject  to  the  exercise 
of  that  authority,  all  subscriptions  will  be  allotted  in  full. 

IV.   PAYMENT 

1.  Payment  for  the  face  amount  of  notes  allotted  hereunder  must  be  made  on 
or  before  October  1,  1969,  or  on  later  allotment,  and  may  be  made  only  in  a  like 
face  amount  of  securities  of  the  issues  enumerated  in  paragraph  1  of  section  I 
hereof,  which  should  accompany  the  subscription.  Payment  will  not  be  deemed 
to  have  been  completed  where  registered  notes  are  requested  if  the  appropriate 
identifying  number  as  required  on  tax  returns  and  other  documents  submitted  to 
the  Internal  Revenue  Service  (an  individual's  social  security  number  or  an  em- 
ployer identification  number)  is  not  furnished.  Cash  payments  due  to  subscribers 
will  be  made  by  check  or  by  credit  in  any  account  maintained  by  a  banking 
institution  with  the  Federal  Reserve.Bank  of  its  district  following  acceptance 
of  the  securities  surrendered.  In  the  case  of  registered  bonds,  the  payment  will 
be  made  in  accordance  with  the  assignments  thereon. 

2.  lYz-percent  notes  of  Series  EO-1969  and  If  percent  'bonds  of  19(j9. — When 
payment  is  made  with  securities  in  bearer  form,  coupons  dated  October  1,  1969, 
should  be  detached  and  cashed  when  due.  When  payment  is  made  with  registered 
bonds,  the  final  interest  due  on  October  1,  1969,  will  be  paid  by  issue  of  interest 
checks  in  regular  course  to  holders  of  record  on  August  29,  1969,  the  date  the 
transfer  books  closed.  A  cash  payment  of  $5.00  per  $1,000  on  account  of  the 
issue  price  of  the  new  notes  will  be  made  to  subscribers. 

3.  2y2-perccnt  bonds  of  1964-69. — When  payment  is  made  with  bonds  in  bearer 
form,  coupons  dated  December  15,  1969,  must  be  attached  to  the  bonds  when 
surrendered.  Accrued  interest  from  June  15  to  December  15,  1969  ($12.50  per 
$1,000),  the  payment  on  account  of  the  issue  price  of  the  new  notes  ($5.00  per 
$1,000)  and  the  cash  payment  due  subscriber  ($2.20  per  $1,000)  will  be  credited, 
and  accrued  interest  from  October  1  to  December  15,  1969  ($15.28533  per  $1,000) 
on  the  new  notes  will  be  charged,  and  the  difference  ($4.41467  per  $1,000)  will  be 
paid  to  subscribers. 

v.    ASSIGNMENT   OF  REGISTERED   BONDS 

1.  Registered  bonds  tendered  in  payment  for  notes  offered  hereunder  should 
be  assigned  by  the  registered  payees  or  assignees  thereof,  in  accordance  with  the 
general  regulations  of  the  Treasury  Department  governing  assignments  for  trans- 
fer or  exchange,  in  one  of  the  forms  hereafter  set  forth,  and  thereafter  should 
be  surrendered  with  the  subscription  to  a  Federal  Reserve  Bank  or  Branch  or  to 
the  Office  of  the  Treasurer  of  the  United  States,  Washington,  D.C.  20220.  The 
bonds  must  be  delivered  at  the  expense  and  risk  of  the  holder.  If  the  new  notes 
are  desired  registered  in  the  same  name  as  the  bonds  surrendered,  the  assign- 
ment should  be  to  "The  Secretary  of  the  Treasury  for  exchange  for  7V^  percent 
Treasury  Notes  of  Series  C-1976"  ;  if  the  new  notes  are  desired  registered  in 
another  name,  the  assignment  should  be  to  "The  Secretary  of  the  Treasury  for 

exchange  for  7y2  percent  Treasury  Notes  of  Series  C-1976  in  the  name  of 

" ;  if  new  notes  in  coupon  form  are  desired,  the  assignment  Should  be  to 
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"The  Secretary  of  the  Treasury  for  exchange  for  7^^  i)ercent  Treasury  Notes  of 
Series  C-1976  in  coupon  form  to  be  delivered  to ". 

VI.    GENERAL   PROVISIONS 

1.  As  fiscal  agents  of  the  United  States,  Federal  Reserve  Banks  are  authorized 
and  requested  to  receive  subscriptions,  to  make  such  allotments  as  may  be  pre- 
scribed by  the  Secertary  of  the  Treasury,  to  issue  such  notices  as  may  be  neces- 
sary, to  receive  payment  for  and  make  delivery  of  notes  on  full-paid  subscrip- 
tions allotted,  and  they  may  issue  interim  receipts  pending  delivery  of  the 
definitive  notes. 

2.  The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time,  pre- 
scribe .supplemental  or  amendatory  rules  and  regulations  governing  the  offering, 
which  will  be  communicated  promptly  to  the  Federal  Reserve  Banks. 

David  M.  Kennedy, 
Secretary  of  the  Treasury. 


DEPARTMENT  CIRCULAR  NO.  6-70.     PUBLIC  DEBT 

Treasury  Department, 
Washington,  April  SO,  1970. 

I.  offering  of  notes 

1.  The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second  Lib- 
erty Bond  Act,  as  amended,  offers  $3,500,000,000.  or  thereabouts,  of  notes  of  the 
United  States,  designated  7%  percent  Treasury  Notes  of  Series  G-1971,  at  99.95 
percent  of  their  face  value  and  accrued  interest,  if  any.  In  addition  to  the 
amount  offered  for  public  subscription,  the  Secretary  of  the  Treasury  reserves 
the  right  to  allot  an  additional  amount  of  these  notes  to  Government  accounts 
and  Federal  Reserve  Banks.  The  following  securities,  maturing  May  15,  1970,  will 
be  accepted  at  par  in  payment  or  exchange,  in  whole  or  in  part,  to  the  extent 
subscriptions  are  allotted  by  the  Treasury  : 

( 1 )  5%  percent  Treasury  Notes  of  Series  B-1970 ;  or 

(2)  6%  percent  Treasury  Notes  of  Series  C-1970. 

The  books  will  be  open  only  on  May  5,  1970,  for  the  receipt  of  subscriptions. 

II.    DESCRIPTION    of    NOTES 

1.  The  notes  will  be  dated  May  15,  1970,  and  will  bear  interest  from  that  date 
at  the  rate  of  7%  i>ercent  per  annum,  payable  semiannually  on  November  15, 1970, 
and  on  May  15  and  November  15.  1971.  They  will  mature  November  15,  1971,  and 
will  not  be  subject  to  call  for  redemption  prior  to  maturity. 

2.  The  income  derived  from  the  notes  is  subject  to  all  taxes  imposed  under  the 
Internal  Revenue  Code  of  1954.  The  notes  are  subject  to  estate,  inheritance, 
gift  or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all 
taxation  now  or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any 
State,  or  any  of  the  possessions  of  the  United  States  or  by  any  local  taxing 
authority. 

3.  The  notes  will  be  acceptable  to  secure  deposits  of  public  moneys.  They  will 
not  be  acceptable  in  payment  of  taxes. 

4.  Bearer  notes  with  interest  coupons  attached,  and  notes  registered  as  to 
principal  and  interest,  will  be  issued  in  denominations  of  $1,000,  $5,000,  $10,000, 
$100,000  and  $1,000,000.  Provision  will  be  made  for  the  interchange  of  notes  of 
different  denominations  and  of  coupon  and  registered  notes,  and  for  the  transfer 
of  registered  notes,  under  rules  and  regulations  prescribed  by  the  Secretary  of  the 

Treasury. 

5.  The  notes  will  be  subject  to  the  general  regulations  of  the  Treasury  Depart- 
ment, now  or  hereafter  prescribed,  governing  United  States  notes. 

III.    SUBSCRIPTION    AND   ALLOTMENT 

1.  Subscriptions  accepting  the  offer  made  by  this  circular  will  be  received 
at  the  Federal  Reserve  Banks  and  Branch^  and  at  the  OflBce  of  the  Treasurer  of 
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the  United  States,  Washington,  D.C.  20220.  Only  the  Federal  Reserve  Banks  and 
the  Treasury  Department  are  authorized  to  act  as  official  agencies.  Commercial 
banks,  which  for  this  purpose  are  defined  as  banks  accepting  demand  deposits,  may 
submit  subscriptions  for  account  of  customers  provided  the  names  of  the  cus- 
tomers are  set  forth  in  such  subscriptions.  Others  than  commercial  banks  will  not 
be  permitted  to  enter  subscriptions  except  for  their  own  account.  Subscriptions 
from  commercial  banks  for  their  own  account  will  be  restricted  in  each  case  to  an 
amount  not  exceeding  50  percent  of  the  combined  capital  (not  including  capital 
notes  or  debentures),  surplus  and  undivided  profits  of  the  subscribing  bank.  Sub- 
scriptions will  be  received  without  deposit  from  banking  institutions  for  their 
own  account,  Federally-insured  savings  and  loan  associations.  States,  political 
subdivisions  or  instrumentalities  thereof,  public  pension  and  retirement  and  other 
public  funds,  international  organizations  in  which  the  United  States  holds  mem- 
bership, foreign  central  banks  and  foreign  States,  and  dealers  who  make  primary 
markets  in  Government  securities  and  report  daily  to  the  Federal  Reserve  Bank  of 
New  York  their  positions  with  respect  to  Government  securities  and  borrowings 
thereon.  Subscriptions  from  all  others  must  be  accompanied  by  payment  ( in  cash 
or  in  notes  of  the  issues  enumerated  in  Paragraph  1  of  Section  I  hereof,  which 
will  be  accepted  at  par)  of  10  percent  of  the  amount  of  notes  applied  for,  not 
subject  to  withdrawal  until  after  allotment.  Registered  notes  submitted  as  de- 
posits should  be  assigned  as  provided  in  Section  V  hereof.  Following  allotment, 
any  portion  of  the  10  percent  payment  in  excess  of  10  percent  of  the  amount  of 
notes  allotted  may  be  released  upon  the  request  of  the  subscribers. 

2.  All  subscribers  are  required  to  agree  not  to  purchase  or  to  sell,  or  to  make 
any  agreements  with  respect  to  the  purchase  or  sale  or  other  disposition  of  any 
notes  of  this  issue  at  a  specific  rate  or  price,  until  after  midnight  May  5, 1970. 

8.  Commercial  banks  in  submitting  subscriptions  will  be  required  to  certify  that 
they  have  no  beneficial  interest  in  any  of  the  subscriptions  they  enter  for  the 
account  of  their  customers,  and  that  their  customers  have  no  beneficial  interest 
in  the  banks'  subscriptions  for  their  own  account. 

4.  Under  the  Second  Liberty  Bond  Act,  as  amended,  the  Secretary  of  the 
Treasury  has  the  authority  to  reject  or  reduce  any  subscription,  to  allot  less 
than  the  amount  of  notes  applied  for,  and  to  make  different  percentage  allot- 
ments to  various  classes  of  subscribers  when  he  deems  it  to  be  in  the  public  inter- 
est ;  and  any  action  he  may  take  in  these  respects  shall  be  final.  Subject  to  the 
exercise  of  that  authority,  subscriptions  will  be  allotted : 

(1)  in  full  if  the  subscription  is  for  $200,000  or  less  ;  and 

(2)  on  a  percentage  basis  to  be  publicly  announced,  but  not  less   than 
$200,000. 

Allotment  notices  will  be  sent  out  promptly  upon  allotment. 

IV.  PAYMENT 

1.  Payment  at  99.95  percent  of  their  face  value  and  accrued  interest,  if  any, 
for  notes  allotted  hereunder  must  be  made  or  completed  on  or  before  May  15, 1970, 
or  on  later  allotment.  Payment  will  not  be  deemed  to  have  been  completed  where 
registered  notes  are  requested  if  the  appropriate  identifying  number  as  required 
on  tax  returns  and  other  documents  submitted  to  the  Internal  Revenue  Service 
(an  individual's  social  security  number  or  an  employer  identification  number)  is 
not  furnished.  In  every  case  where  full  payment  is  not  completed,  the  payment 
with  application  up  to  10  percent  of  the  amount  of  notes  allotted  shall,  upon  dec- 
laration made  by  the  Secretary  of  the  Treasury  in  his  discretion,  be  forfeited  to 
the  United  States.  Payment  may  be  made  for  any  notes  allotted  hereunder  in 
cash  or  by  exchange  of  notes  of  the  issues  enumerated  in  Paragraph  1  of  Section 
I  hereof,  which  will  be  accepted  at  par.  A  cash  adjustment  will  be  made  for  the 
difference  ($0.50  per  $1,000)  between  the  par  value  of  the  maturing  notes  ac- 
cepted in  exchange  and  the  issue  price  of  the  new  notes.  The  payment  will  be 
made  by  check  or  by  credit  in  any  account  maintained  by  a  banking  institution 
with  the  Federal  Reserve  Bank  of  its  District,  following  acceptance  of  the  notes. 
In  the  case  of  registered  notes,  the  payment  will  be  made  in  accordance  with  the 
assignments  on  the  notes  surrendered.  Any  qualified  depositary  will  be  permitted 
to  make  payment  by  credit  in  its  Treasury  Tax  and  Loan  Account  for  not  more 
than  50  percent  of  the  amount  of  notes  allotted  to  it  for  itself  and  its  customers. 
When  payment  is  made  with  notes  in  bearer  form,  coupons  dated  May  15,  1970, 
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should  be  detached  and  cashed  when  due.  When  jmyment  is  made  with  registered 
notes,  the  final  interest  due  on  May  15,  1970,  will  be  paid  by  issue  of  interest 
checks  in  regular  course  to  holders  of  record  on  April  15,  1970,  the  date  the 
transfer  books  closed. 

V.  ASSIGNMENT  OF  KEXJISTEBED  NOTES 

1.  Registered  notes  tendered  as  deposits  and  in  payment  for  notes  allotted  here- 
under !-hould  be  assigned  by  the  registered  payees  or  assignees  thereof,  in  accord- 
ance with  the  general  regulations  of  the  Treasury  Department,  in  one  of  the  forms 
hereafter  set  forth.  Notes  tendered  in  payment  should  be  surrendered  to  a  Federal 
Reserve  Bank  or  Branch  or  to  the  Office  of  the  Treasurer  of  the  United  States, 
Washington,  D.C.  20220.  The  maturing  notes  must  be  delivered  at  the  expense 
and  risk  of  the  holder.  If  the  new  notes  are  desired  registered  in  the  same  name 
as  the  notes  surrendered,  the  assignment  should  be  to  "The  Secretary  of  the 
Treasury  for  7%  percent  Treasury  Notes  of  Series  G-1971" ;  if  the  new  notes 
are  desired  registered  in  another  name,  the  assignment  should  be  to  "The  Secre- 
tary of  the  Treasury  for  7%  percent  Treasury  Notes  of  Series  G-1971  in  the  name 

of "  ;  if  new  notes  in  coupon  form  are  desired,  the  assignment  should 

be  to  "The  Secretary  of  the  Treasury  for  7%  percent  Treasury  Notes  of  Series 
G-1971  in  coupon  form  to  be  delivered  to ". 

VI.  GENEaiAL  PROVISIONS 

1.  As  fiscal  agents  of  the  United  States,  Federal  Reserve  Banks  are  authorized 
and  requested  to  receive  subscriptions,  to  make  such  allotments  as  may  be  pre- 
scribed by  the  Secretary  of  the  Treasury,  to  issue  such  notices  as  may  be  neces- 
sary, to  receive  payment  for  and  make  delivery  of  notes  on  full-paid  subscriptions 
allotted,  and  they  may  issue  interim  receipts  pending  delivery  of  the  definitive 
notes. 

2.  The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time,  pre- 
scribe supplemental  or  amendatory  rules  and  regulations  governing  the  offering, 
which  will  be  communicated  promptly  to  the  Federal  Reserve  Banks. 

David  M.  Kennedy, 
Secretary  of  the  Treasury. 
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Treasury  Bills  Offered  and  Tenders  Accepted 
Exhibit  2.— Treasury  bills 

During  the  fiscal  year  there  were  52  weekly  issues  of  13-week  and  2G-week 
bills  (the  13-week  bills  represent  additional  amounts  of  bills  with  an  original 
maturity  of  26  weeks) ,  12  monthly  issues  of  9-month  and  1-year  bills  (the  9-month 
bills  represent  additional  amounts  of  bills  with  an  original  maturity  of  1  year),  8 
issues  of  tax  anticipation  series  and  one  issue  of  a  strip  of  additional  amounts  of 
outstanding  issues.  Two  press  releases  inviting  tenders  are  reproduced  in  this 
exhibit.  The  release  of  May  6,  1970,  is  representative  of  releases  for  regular 
weekly,  regular  monthly,  and  tax  anticipation  series  issues  while  the  release  of 
August  14,  1969,  is  for  the  strip  of  issues.  Also  reproduced  is  the  press  release  of 
May  11,  1970,  which  is  representative  of  releases  announcing  the  results  of  the 
offerings.  Following  the  press  releases  is  a  table  of  data  for  each  issue  during  the 
fiscal  year. 

PRESS  RELEASE  OF  MAY  6,  1970 

The  Treasury  Department,  by  this  public  notice,  invites  tenders  for  two  series 
of  Treasury  bills  to  the  aggregate  amount  of  $3,100,000,000,  or  thereabouts,  for 
cash  and  in  exchange  for  Treasury  bills  maturing  May  14,  1970,  in  the  amount 
of  $2,993,940,000,  as  follows : 

91-day  bills  (to  maturity  date)  to  be  issued  May  14,  1970,  in  the  amount  of 
$1,800,000,000,  or  thereabouts,  representing  an  additional  amount  of  bills  dated 
February  13,  1970,  and  to  mature  August  13,  1970,  originally  issued  in  the  amount 
of  $1,200,664,000,  the  additional  and  original  bills  to  be  freely  interchangeable. 

182-day  bills,  for  $1,300,000,000,  or  thereabouts,  to  be  dated  May  14,  1970,  and 
to  mature  November  12, 1970. 

The  bills  of  both  series  will  be  issued  on  a  discount  basis  under  competitive  and 
noncompetitive  bidding  as  hereinafter  provided,  and  at  maturity  their  face  amount 
will  be  payable  without  interest.  They  will  be  issued  in  bearer  form  only,  and 
in  denominations  of  $10,000,  $50,000,  $100,000,  $500,000,  and  $1,000,000  (maturity 
value). 

Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  up  to  the 
closing  hour,  1 :  30  p.m.,  eastern  daylight  saving  time.  Monday,  May  11,  1970. 
Tenders  will  not  be  received  at  the  Treasury  Department,  Washington.  Each 
tender  must  be  for  an  even  multiple  of  $10,000,  and  in  the  case  of  competitive 
tenders  the  price  offered  must  be  expressed  on  the  basis  of  100,  with  not  more 
than  three  decimals,  e.g.,  99.925.  Fractions  may  not  be  used.  It  is  urged  that 
tenders  be  made  on  the  printed  forms  and  forwarded  in  the  special  envelopes 
which  will  be  supplied  by  Federal  Reserve  Banks  or  Branches  on  application 
therefor. 

Banking  institutions  generally  may  submit  tenders  for  account  of  customers 
provided  the  names  of  the  customers  are  set  forth  in  such  tenders.  Others  than 
banking  institutions  will  not  be  permitted  to  submit  tenders  except  for  their  own 
account.  Tenders  will  be  received  without  deposit  from  incorporated  banks  and 
trust  companies  and  from  responsible  and  recognized  dealers  in  investment  securi- 
ties. Tenders  from  others  must  be  accompanied  by  payment  of  2  percent  of  the 
face  amount  of  Treasury  bills  applied  for,  unless  the  tenders  are  accompanied 
by  an  express  guaranty  of  payment  by  an  incorporated  bank  or  trust  company. 

Immediately  after  the  closing  hour,  tenders  will  be  opened  at  the  Federal 
Reserve  Banks  and  Branches,  following  which  public  announcement  will  be 
made  by  the  Treasury  Department  of  the  amount  and  price  range  of  accepted 
bids.  Only  those  submitting  competitive  tenders  will  be  advised  of  the  accept- 
ance or  rejection  thereof.  The  Secretary  of  the  Treasury  expressly  reserves  the 
right  to  accept  or  reject  any  or  all  tenders,  in  whole  or  in  jwirt,  and  his  action 
in  any  such  respect  shall  be  final.  Subject  to  these  reservations,  noncompetitive 
tenders  for  each  issue  for  $200,000  or  less  without  stated  price  from  any  one  bid- 
der will  be  accepted  in  full  at  the  average  price  (in  three  decimals)  of  accepted 
competitive  bids  for  the  respective  issues.  Settlement  for  accepted  tenders  in 
accordance  with  the  bids  must  be  made  or  completed  at  the  Federal  Reserve 
Bank  on  May  14,  1970,  in  cash  or  other  immediately  available  funds  or  in  a  like 
face  amount  of  Treasury  bills  maturing  May  14,  1970.  Cash  and  exchange 
tenders  will  receive  equal  treatment.  Cash  adjustments  will  be  made  for  dif- 
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ferences  between  the  par  value  of  maturing  bills  accepted  in  exchange  and  the 
issue  price  of  the  new  bills. 

The  income  derived  from  Treasury  bills,  whether  interest  or  gain  from  the 
sale  or  other  disposition  of  the  bills,  does  not  have  any  exemption,  as  such,  and 
loss  from  the  sale  or  other  disposition  of  Treasury  bills  does  not  have  any  si)e- 
cial  treatment,  as  such,  under  the  Internal  Revenue  Code  of  1954.  The  bills  are 
subject  to  estate,  inheritance,  gift  or  other  excise  taxes,  whether  Federal  or 
State,  but  are  exempt  from  all  taxation  now  or  hereafter  imposed  on  the  prin- 
cipal or  interest  thereof  by  any  State,  or  any  of  the  possessions  of  the  United 
States,  or  by  any  local  taxing  authority.  For  purposes  of  taxation  the  amount 
of  discount  at  which  Treasury  bills  are  originally  sold  by  the  United  States  is 
considered  to  be  interest.  Under  Sections  454(b)  and  1221(5)  of  the  Internal 
Revenue  Code  of  1954  the  amount  of  discount  at  which  bills  issued  hereunder 
are  sold  is  not  considered  to  accrue  until  such  bills  are  sold,  redeemed  or  other- 
wise disposed  of,  and  such  bills  are  excluded  from  consideration  as  capital 
assets.  Accordingly,  the  owner  of  Treasury  bills  (other  than  life  insurance  com- 
panies) issued  hereunder  need  include  in  his  income  tax  return  only  the  dif- 
ference between  the  price  paid  for  such  bills,  whether  on  original  issue  or  on 
subsequent  purcha.«e,  and  the  amount  actually  received  either  upon  sale  or 
redemption  at  maturity  during  the  taxable  year  for  which  the  return  is  made, 
as  ordinary  gain  or  loss. 

Treasury  Department  Circular  No.  418  (current  revision)  and  this  notice 
prescribe  the  terms  of  the  Treasury  bills  and  govern  the  conditions  of  their  issue. 
Copies  of  the  circular  may  be  obtained  from  any  Federal  Reserve  Bank  or  Branch. 


PRESS  RELEASE  OF  AUGUST  14,  1969 

The  Treasury  Department,  by  this  public  notice,  invites  tenders  for  additional 
amounts  of  seven  series  of  Treasury  bills  to  an  aggregate  amount  of  $2,100,000,000, 
or  thereabouts,  for  cash.  The  additional  bills  will  be  issued  August  25,  1969,  will 
be  in  the  amounts,  and  will  be  in  addition  to  the  bills  originally  issued  and 
maturing,  as  follows : 

Amount  of  Days  from  Amount 

additional  Original  issue  dates  Maturity  dates  Aug.25, 1969    currently 

issues  to  maturity    outstanding 

(in  millions) 


$300,000,000  Mar.  20 Sept.  18. 

300,000,000  Mar.27. Sept  25- 

300,000,000  Apr.  3 Oct.  2... 

300,000,000  Apr.  10-_ Oct.  9_.. 

300,000,000  Apr.  17 Oct.  16.. 

300,000,000  Apr.  24 Oct.  23.. 

300,000,000  Mayl Oct.  30.. 


1969 


24 

$2,  701 

31 

2,701 

38 

2,701 

45 

2,701 

52 

2,703 

59 

2,703 

66 

2,701 

2, 100, 000, 000  Average. .  45 

The  additional  and  original  bills  will  be  freely  interchangeable- 
Each  tender  submitted  must  be  in  the  amount  of  $7,000,  or  an  even  multiple 
thereof,  and  one-seventh  of  the  amount  tendered  will  be  applied  to  each  of  the 
above  series  of  bills. 

The  bills  offered  hereunder  will  be  issued  on  a  discount  basis  under  competitive 
and  noncomi)etitive  bidding  as  hereinafter  provided,  and  at  maturity  their  face 
amount  will  be  payable  without  interest.  They  will  be  issued  in  bearer  form  only, 
and  in  denominations  of  $1,000,  $5,000,  $10,000,  $50,000,  $100,000,  $500,000  and 
$1,000,000  (maturity  value). 

Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  up  to  the 
closing  hour,  1 :30  p.m.,  eastern  daylight  saving  time,  Wednesday,  August  20,  1960. 
Tenders  will  not  be  received  at  the  Treasury  Department,  Washington.  In  the 
case  of  comi^etitive  tenders  the  price  offered  must  be  expressed  on  the  basis  of  100, 
with  not  more  than  three  decimals,  e.g.,  99.925.  Fractions  may  not  be  used.  A  single 
price  must  be  submitted  for  each  unit  of  $7,000,  or  even  multiple  thereof.  A  unit 
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represents  $1,000  face  amount  of  each  issue  of  bills  offered  hereunder,  as  previ- 
ously described.  It  is  urged  that  tenders  be  made  on  the  printed  forms  and  for- 
warded in  the  special  envelopes  which  will  be  supplied  by  Federal  Reserve  Banks 
and  Branches  on  application  therefor. 

Banking  institutions  generally  may  submit  tenders  for  account  of  customers 
provided  the  names  of  the  customers  are  set  forth  in  such  tenders.  Others  than 
banking  institutions  will  not  be  permitted  to  submit  tenders  except  for  their  own 
account.  Tenders  will  be  received  without  deposit  from  incorporated  banks  and 
trust  companies  and  from  responsible  and  recognized  dealers  in  investment 
securities.  Tenders  from  others  must  be  accompanied  by  payment  of  2  i)ercent  of 
the  face  amount  of  Treasury  bills  applied  for,  unless  the  tenders  are  accompanied 
by  an  express  guaranty  of  payment  by  an  incorporated  bank  or  trust  company. 

All  bidders  are  required  to  agree  not  to  purchase  or  to  sell,  or  to  make  any 
agreements  with  respect  to  the  purchase  or  sale  or  other  disposition  of  any  bills 
of  these  additional  issues  at  a  specific  rate  or  price,  until  after  1 :30  p.m.,  eastern 
daylight  saving  time,  Wednesday,  August  20,  1969. 

Immediately  after  the  closing  hour,  tenders  will  be  opened  at  the  Federal 
Reserve  Banks  and  Branches,  following  which  public  announcement  will  be  made 
by  the  Treasury  Department  of  the  amount  anid  price  range  of  accepted  bids. 
Those  submitting  tenders  will  be  advised  of  the  acceptance  or  rejection  thereof. 
The  Secretary  of  the  Treasury  expressly  reserves  the  right  to  accept  or  reject  any 
or  all  tenders,  in  whole  or  in  part,  and  his  action  in  any  such  respect  shall  be 
final.  Noncompetitive  tenders  for  $210,000  or  less  (in  even  multiples  of  $7,000) 
without  stated  price  from  any  one  bidder  will  be  accepted  in  full  at  the  average 
price  (in  three  decimals)  of  accepted  competitive  bids.  Settlement  for  accepted 
tenders  in  accordance  with  the  bids  must  be  made  or  completed  at  the  Federal 
Reserve  Bank  or  Branch  in  cash  or  other  immediately  available  funds  on 
August  25,  1969.  Any  qualified  depositary  will  be  permitted  to  make  settlement  by 
credit  in  its  Treasury  tax  and  loan  account  for  Treasury  bills  allotted  to  it  for 
itself  and  its  customers. 

The  income  derived  from  Treasury  bills,  whether  interest  or  gain  from  the 
sale  or  other  disposition  of  the  bills,  does  not  have  any  exemption,  as  such,  and 
loss  from  the  sale  or  other  disposition  of  Treasury  bills  does  not  have  any 
special  treatment,  as  such,  under  the  Internal  Revenue  Code  of  1954.  The  bills 
are  subject  to  estate,  inheritance,  gift  or  other  excise  taxes,  whether  Federal  or 
State,  but  are  exempt  from  all  taxation  now  or  hereafter  imposed  on  the  prin- 
cipal or  interest  thereof  by  any  State,  or  any  of  the  possessions  of  the  United 
States,  or  by  any  local  taxing  authority.  For  purposes  of  taxation  the  amount 
of  discount  at  which  Treasury  bills  are  originally  sold  by  the  United  States  is 
considered  to  be  interest. 

Under  Sections  454(b)  and  1221(5)  of  the  Internal  Revenue  Code  of  1954  the 
amount  of  discount  at  which  bills  issued  hereunder  are  sold  is  not  considered 
to  accrue  until  such  bills  are  sold,  redeemed  or  otherwise  disposed  of,  and  such 
bills  are  excluded  from  consideration  as  capital  assets.  Accordingly,  the  owner  of 
Treasury  bills  (other  than  life  insurance  companies)  issued  hereunder  need  in- 
clude in  his  income  tax  return  only  the  difference  between  the  price  paid  for  such 
bills,  whether  on  original  issue  or  on  subsequent  purchase,  and  the  amount  ac- 
tually received  either  upon  sale  or  redemption  at  maturity  during  the  taxable 
year  for  which  the  return  is  made,  as  ordinary  gain  or  loss.  Purchasers  of  a  strip 
of  the  bills  offered  hereunder  should,  for  tax  purposes,  take  such  bills  on  to  their 
books  on  the  basis  of  their  purchase  price  prorated  to  each  of  the  seven  outstand- 
ing issues  using  as  a  basis  for  proration  the  closing  market  prices  for  each  of 
the  issues  on  August  25,  1969.  (Federal  Re.serve  Banks  will  have  available  a 
list  of  these  market  prices,  based  on  the  mean  between  the  bid  and  asked  quo- 
tations furnished  by  the  Federal  Reserve  Bank  of  New  York.) 

Treasury  Department  Circular  No.  418,  Revised,  and  this  notice,  prescribe  the 
terms  of  the  Treasury  bills  and  govern  the  conditions  of  their  issue.  Copies  of 
the  circular  may  be  obtained  from  any  Federal  Reserve  Bank  or  Branch. 
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PRESS  RELEASE  OF  MAY  11,  1970 

The  Treasury  Department  announced  that  the  tenders  for  two  series  of 
Treasury  bills,  one  series  to  be  an  additional  issue  of  the  bills  dated  February  13, 
1970,  and  the  other  series  to  be  dated  May  14,  1970,  which  were  offered  on 
May  6,  1970.  were  opened  at  the  Federal  Reserve  Banks  today.  Tenders  were  in- 
vited for  $1,800,000,000,  or  thereabouts,  of  91-day  bills  and  for  $1,300,000,000,  or 
thereabouts,  of  182-day  bills.  The  details  of  the  two  series  are  as  follows  : 


Range  of  accepted 
competitive  bids 


91-day  Treasury  bills 
maturing  Aug.  13,  1970 


Price 


Approximate 

equivalent 

annual 

rate 


182-day  Treasury  bills 
maturing  Nov.  12,  1970 


Price 


Approximate 

equivalent 

annual 

rate 


High 1  $98.  292 

Low _ 3  98.203 

Average. 98.232 


Percent 

6.757 

7.109 

5  6.  994 


2  $96.  514 

<  96. 314 

96. 359 


Percent 

6.895 

7.291 

5  7. 202 


1  Excepting  1  tender  of  $850,000. 

2  Excepting  1  tender  of  $10,000. 

3  21%  of  the  amount  of  91-day  bills  bid  for  at  the  low  price  was  accepted. 

*  69%  of  the  amount  of  182-day  bills  bid  for  at  the  low  price  was  accepted. 

5  These  rates  are  on  a  bank  discount  basis.  The  equivalent  coupon  issue  yields  are  7.22%  for  the  91-day 
bills,  and  7.58%  for  the  182-day  bills. 


Total  tenders  applied  for  and  accepted  by  Federal  Reserve  districts 


District 


Applied  for 


Accepted 


Applied  for 


Accepted 


Boston --.  $32,530,000  $22,530,000 

New  York_ 2,181,360,000  1,258,360,000 

Philadelphia. 42,760,000  27,760,000 

Cleveland - 38,400,000  37,550,000 

Richmond 29,760,000  21,680,000 

Atlanta. _  44,270,000  30,870,000 

Chicago - 200,630,000  160,730,000 

St.  Louis 38,950,000  35,350,000 

Minneapolis.. _ 22,310,000  12,520,000 

Kansas  City 35,580,000  30,030,000 

DaUas 28,750,000  18,250,000 

San  Francisco _..  169,760,000  144,840,000 

Total 2,865,060,000    '  1,800,470,000 


$23, 160, 000 
1, 962, 180,  000 
11,770,000 
50, 830, 000 
21,  520,  000 
34,  520,  000 

184,  790, 000 
24, 910, 000 
13,  650,  000 
23, 480, 000 
26, 940, 000 

218,  050, 000 


$11, 160, 000 

895, 680, 000 
11,770,000 
27,  730, 000 
13, 020,  000 
21, 120, 000 

132,  290, 000 

21,290,000 

6, 450, 000 

20, 260, 000 

17, 640, 000 

121,  750, 000 


2, 595, 800, 000     2  i,  300, 160, 000 


'  Includes  $386,920,000  noncompetitive  tenders  accepted  at  the  average  price  of  98.232. 
2  Includes  $219,680,000  noncompetitive  tenders  accepted  at  the  average  price  of  96.359. 
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Reflations 

Exhibit  3. — Department  Circular  No.  3-67,  December  5,  1%9,  Revised,  Notice 
of  Termination  of  Sale  of  United  States  Savings  Notes 

Treasury   Department, 
Washington,  December  5,  1969. 

NOTICE  OF  TERMINATION  OF  SALE 

The  sale  of  United  States  Savings  Notes,  offered  pursuant  to  Department  of 
the  Treasury  Circular,  Public  Debt  Series  No.  3-67,  dated  February  22,  1967,  as 
revised  (31  CFR  Part  342),  is  hereby  terminated  effective  at  the  close  of  business 
June  30,  1970. 

John  K.   Carlock, 
Fiscal  Assistant  Secretary  of  the  Treasury. 


Exhibit  4. — Department  Circular  No.  653,  December  12,  1969,  Eighth  Revision, 
offering  of  United  States  savings  bonds.  Series  E 

Treasury   Department, 
Washington,  December  12,  1969. 

PART  316— OFFERING  OF  UNITED  STATES  SAVINGS  BONDS,  SERIES  E 

The  regulations  set  forth  in  Treasury  Department  Circular  No.  653,  Seventh 
Revision,  dated  March  18,  1966,  and  the  tables  incorporated  therein,  as  revised, 
amended  and  supplemented  (31  CFR  Part  316),  have  been  further  revised  and 
amended  as  shown  below.  The  changes  were  effected  under  authority  of  section 
22  of  the  Second  Liberty  Bond  Act,  as  amended  (49  Stat.  21,  as  amended;  31 
U.S.C.  757c)  and  5  U.S.C.  301.  This  revision  was  originally  published  in  Volume 
34,  Federal  Register,  Part  II,  December  6,  1969,  and  is  republished  to  include 
table  1,  and  subsequent  tables,  which  w^ere  not  included  in  the  original  i)ublica- 
tion.  Notice  and  public  procedures  thereon  are  unnecessary  as  public  property 
and  contracts  are  involved. 

Dated :  December  12,  1969. 

[seal]  John  K.  Carlock, 

Fiscal  Assistant  Secretary. 

Treasury  Department  Circular  No.  653,   Seventh  Revision,  dated  March  18, 
1966,  and  the  tables  incorporated  therein  (31  CFR  Part  316),  as  amended,  revised 
and  supplemented,  are  hereby  further  amended  and  issued  as  the  Eighth  Re- 
vision, as  follows,  effective  December  1,  1969. 
Sec. 

316.1  Offering  of  bonds. 

316.2  Description  of  bonds. 

316.3  Governing  regulations. 

316.4  Registration. 

316.5  Limitation  on  holdings. 

316.6  Purchase  of  bonds. 

316.7  Delivery  of  bonds  by  mail. 

316.8  Extended  terms  and  improved  yields  for  outstanding  bonds. 

316.9  Taxation. 

316.10  Payment  or  redemption. 

316.11  Reservation  as  to  issue  of  bonds. 

316.12  Preservation  of  rights. 

316.13  Fiscal  agents. 

316.14  Reservations  as  to  terms  of  offer. 
Tables  of  redemption  values  and  investment  yields. 
Appendix. 

Authority  :  The  provisions  of  this  Part  316  issued  under  authority  of  Sec.  22  of  the 
Second  Liberty  Bond  Act,  as  amended,  49  Stat.  21,  as  amended  (31  U.S.C.  757c). 

§  316.1     Offering  of  bonds. 

The  Secretary  of  the  Treasury  hereby  offers  for  sale  to  the  people  of  the  United 
States,  U.S.  Savings  Bonds  of  Series  E,  hereinafter  generally  referred  to  as 
"Series  E  bonds"  or  "bonds."  This  offer  will  continue  until  terminated  by  the 
Secretary  of  the  Treasury. 
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§  316.2    Description  of  bonds. 

(a)  General.  Series  E  bonds  bear  a  facsimile  of  the  signature  of  the  Secretary 
of  the  Treasury  and  of  the  Seal  of  the  Department  of  the  Treasury.  They  are 
issued  only  in  registered  form  and  are  nontransferable. 

(b)  Denominations  and  prices.  Series  E  bonds  are  issued  on  a  discount  basis. 
The  denominations  and  purchase  prices  are : 

Denomination  Purchase  price 

$25 : $18.75 

$50 37.50 

$75 56.25 

$100 75.00 

$200 150.00 

$500 375.00 

$1,000    750.00 

$10,000' 7,  500.  00 

$100,000' 75,  000.  00 

^The  $10,000  and  $100,000  denominations  are  availal>le  only  for  purchase  by  trustees  of 
employees'  savings  and  savings  and  vacation  plans  (see  sec  B16.5{b) ). 

(c)  Inscription  and  issue.  At  the  time  of  issue  the  issuing  agent  will  (1)  in- 
scribe on  the  face  of  each  bond  the  name  and  address  of  the  owner,  and  the  name 
of  the  beneficiary,  if  any,  or  the  name  and  address  of  the  first-named  coowner 
and  the  name  of  the  other  coowner,  (2)  enter  in  the  upper  right-hand  portion  of 
the  bond  the  issue  date,  and  (3)  imprint  the  agent's  dating  stamp  in  the  lower 
right-hand  portion  to  show  the  date  the  bond  is  actually  inscribed.  A  bond  shall 
be  valid  only  if  an  authorized  issuing  agent  receives  payment  therefor  and  duly 
inscribes,  dates,  stamps,  and  delivers  it  in  accordance  with  the  purchaser's  in- 
structions. The  Department  of  the  Treasury  may  require,  without  prior  notice, 
that  the  appropriate  taxpayer  identifying  number '  be  furnished  for  inclusion 
in  the  inscription. 

(d)  Term.  A  Series  E  bond  shall  be  dated  as  of  the  first  day  of  the  month 
in  which  payment  of  the  purchase  price  is  received  by  an  agent  authorized  to 
issue  the  bonds.  This  date  is  the  issue  date  and  the  bond  will  mature  and  be 
payable  at  the  original  maturity  value,  shown  in  table  1  hereof,  5  years  and  10 
months  from  the  issue  date.  The  bond  may  not  be  called  for  redemption  by  the 
Secretary  of  the  Treasury  prior  to  maturity  or  the  end  of  any  authorized  ex- 
tension period  (see  §  316.8(a)  (1)).  The  bond  may  be  redeemed  at  the  owner's 
option  at  any  time  after  2  months  from  issue  date  at  fixed  redemption  values. 
However,  the  Department  of  the  Treasury  may  require  reasonable  notice  of 
presentation  for  redemption  prior  to  maturity  or  any  extended  maturity  period. 

(e)  Investment  yield  (interest).  The  investment  yield  (interest)  on  a  Series 
B  bond  will  be  approximately  5  percent  per  annum,  compounded  semiannually, 
if  the  bond  is  held  to  maturity,  but  the  yield  will  be  less  if  the  bond  is  redeemed 
prior  thereto.  The  interest  will  be  paid  as  a  part  of  the  redemption  value.  For 
the  first  6  months  from  issue  date  the  bond  vdll  be  redeemable  only  at  issue  price. 
Thereafter,  its  redemption  value  will  increase  at  the  beginning  of  each  succes- 
sive half-year  period  ( see  table  1 ) . 

(f)  Outstanding  bonds  with  issue  dates  June  1,  1969,  or  thereafter.  Series  E 
bonds  with  issue  dates  of  June  1,  1969,  or  thereafter,  and  outstanding  on  the 
effective  date  of  the  regulations  in  this  part,  are  deemed  to  be  Series  E  bonds 
issued  under  the  terms  of  this  part  and  the  investment  yield  and  shorter  term 
of  maturity  provided  for  in  paragraphs  (d)  and  (e)  of  this  section  are  applicable 
to  such  bonds.  Series  E  bond  stock  on  sale  prior  to  June  1,  1969,  will  be  used  for 
issue  under  this  part  until  such  time  as  new  stock  is  printed  and  supplied  to 
issuing  agents.  Such  bonds  have  the  new  investment  yield  and  all  other  privi- 
leges as  fully  as  if  expressly  set  forth  in  the  text  of  the  bonds.  It  will  be  un- 
necessary for  owners  to  exchange  bonds  issued  on  the  old  stock  for  bonds  on 
the  new  stock  as  all  paying  agents  will  redeem  the  bonds  in  accordance  with  the 
schedule  of  redemption  values  set  forth  in  table  1.  However,  when  the  new  stock 
becomes  available,  issuance  on  the  new  stock  may  be  obtained  by  presentation 


i|The  number  required  to  be  used  on  tax  returns  and  other  documents  submitted  to  the 
Internal  Revenue  Service  (an  individual's  social  security  account  number  or  employer 
Identification  number).  Until  it  becomes  mandatory,  issuing  agents  for  Series  E  l>onds 
under  any  payroll  savings  plan  desiring  to  place  taxpayer  identifving  numbers  on  bonds 
should  obtain  instructions  from  the  Bureau  of  the  Public  Debt,  Washington,  D.C.  20220. 
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for  that  purpose  of  bonds  issued  on  the  old  stock  to  any  Federal  Reserve  Bank 
or  Branch,  or  to  the  Treasurer  of  the  United  States,  Securities  Division,  Wash- 
ington, D.C. 20220. 

§  316.3     Governing  regulations. 

Series  E  bonds  are  subject  to  the  regulations  of  the  Treasury  Department,  now 
or  hereafter  prescribed,  governing  U.S.  Savings  Bonds,  contained  in  Department 
Circular  No.  530,  current  revision  (Part  315  of  this  subchapter)  .^ 

§  316.4     Registration. 

(a)  General.  Generally,  only  residents  of  the  United  States,  its  territories  and 
possessions,  the  Commonwealth  of  Puerto  Rico,  the  Canal  Zone,  and  citizens  of 
the  United  States  temporarily  residing  abroad  are  eligible  to  be  named  as  owners 
of  Series  E  bonds.  The  bonds  may  be  registered  in  the  names  of  natural  persons 
in  their  own  right  as  provided  in  paragraph  (b)  of  this  section,  and  in  the  names 
and  titles  or  capacities  of  fiduciaries  and  organizations  as  provided  in  paragraph 

(c)  of  this  section.  Full  information  regarding  authorized  forms  of  registration 
and  restrictions  with  resi>ect  thereto  will  be  found  in  the  governing  regulations. 

(b)  Natural  persons  in  their  own  right.  The  bonds  may  be  registered  in  the 
names  of  natural  persons  (whether  adults  or  minors)  in  their  own  right,  in  sin- 
gle ownership,  coownership,  and  beneficiary  forms. 

(c)  Others.  The  bonds  may  be  registered  in  single  ownership  form  in  the 
names  of  fiduciaries  and  private  and  public  organizations,  as  follows : 

(1)  Fiduciaries.  In  the  names  of  and  showing  the  titles  or  capacities  of  any 
persons  or  organizations,  public  or  private,  as  fiduciaries  (including  trustees, 
legal  guardians  or  similar  representatives  and  certain  custodians),  buit  not  where 
the  fiduciary  would  hold  the  bonds  merely  or  principally  as  security  for  the 
performance  of  a  duty,  obligation,  oir  service. 

(2)  Private  and  public  organizations.  In  the  names  of  private  or  public  orga- 
nizations (including  private  corporations,  partnerships,  and  unincorporated 
associations,  and  States,  counties,  public  corporations,  and  other  public  bodies) 
in  their  own  right,  but  not  in  the  names  of  commercial  banks.^ 

§  316.5     Limitation  on  holdings. 

The  amount  of  Series  E  bonds  originally  issued  during  any  1  calendar  year 
that  may  be  held  by  any  one  person,  at  any  one  time,  computed  in  accordance 
with  the  governing  regulations,  is  limited,  as  follows : 

(a)  General  limitation.  $5,000  (issue  price)  for  the  calendar  year  1969'  and 
each  calendar  year  thereafter.* 

(b)  Special  limitation  for  employees'  savings  plans.  $2,(X)0  (face  amount) 
multiplied  by  the  highest  number  of  participants  in  any  employees'  .savings  plan, 
as  defined  in  subimragraph  (1)  of  this  paragraph,  at  any  time  during  the  year  in 
which  the  bonds  are  issued.^ 

(1)  Definition  of  plan  and  conditions  of  eligibility,  (i)  The  employees'  savings 
plan  must  have  been  established  by  the  employer  for  the  exclusive  and  irrevocable 
benefit  of  his  employees  or  their  beneficiaries,  afford  employees  the  means  of 
making  regular  saving  from  their  wages  through  payroll  deductions,  and  provide 
for  employer  contributions  to  be  added  to  such  savings. 

(ii)  The  entire  assets  thereof  must  be  credited  to  the  individual  accounts  of 
participating  employees  and  assets  credited  to  the  account  of  an  employee  may 
be  distributed  only  to  him  or  his  beneficiary,  except  as  otherwise  provided  herein. 


1  Copies  may  be  obtained  from  any  Federal  Reserve  Bank  or  Branch,  or  the  Bureau  of 
the  Public  Debt.  Washington,  D.C.  20220,  or  its  Chicago  Office,  536  South  Clark  Street, 
Chicago,  111.  60605. 

=  Commercial  banks,  as  defined  in  §  315.7(c)(1)  of  Department  Circular  No.  530,  current 
revision,  for  this  purpose  are  those  accepting  demand  deposits. 

3  Investors  who  purchased  less  than  $5,000  (issue  price)  of  the  bonds  prior  to  the 
effective  date  of  these  regulations  will  be  entitled  only  to  purchase  enough  to  bring  their 
total  for  the  year  to  that  amount.  Investors  who  purchased  more  than  that  amount  prior 
to  the  effective  diate  will  not  be  entitled  to  purchase  additional  bonds  during  the  calendar 
year. 

^iThe  proceeds  of  redemption  of  bonds  of  Series  F,  G,  J,  and  K,  all  now  matured,  may 
be  used  by  owners  for  the  purchase  of  Series  E  bonds  without  regard  to  the  limitation 
under  the  conditions  and  restrictions  set  forth  in  §  316.5(b),  of  the  seventh  revision  of  this 
circular. 

"Savings  and  vacation  planis  may  be  eligible  for  this  special  limitation.  Questions  concern- 
ing eligibility  of  such  plans  should  be  addressed  to  the  Bureau  of  Public  Debt,  Division  of 
Loans  and  Currency  Branch,  5i36  South  Clark  Street,  Chicago,  111.  60605. 
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( iii )  Series  E  bonds  may  be  purchased  only  with  assets  credited  to  the  accounts 
of  participating  employees  and  only  if  the  amount  taken  from  any  account  at  any 
time  for  that  purpose  is  equal  to  the  purchase  price  of  a  bond  or  bonds  in  an 
authorized  denomination  or  denominations,  and  shares  therein  are  credited  to 
the  accounts  of  the  individuals  from  which  the  purchase  price  thereof  was 
derived,  in  amounts  corresponding  with  their  shares.  B\>r  example,  if  $37.50 
credited  to  the  account  of  John  Jones  is  commingled  with  funds  credited  to  the 
accounts  of  other  employees  to  make  a  total  of  $7,500,  with  which  a  Series  E  bond 
in  the  denomination  of  $10,000  (face  amount)  is  purchased  in  February  1966 
and  registered  in  the  name  and  title  of  the  trustee,  the  plan  must  provide,  in 
effect,  that  John  Jones'  account  shall  be  credited  to  show  that  he  is  the  owner  of 
a  Series  E  bond  in  the  denomination  of  $50  (face  amount)  bearing  issue  date  of 
February  1,  19G6. 

(iv)  Each  participating  employee  shall  have  an  irrevocable  right  at  any  time 
to  demand  and  receive  from  the  trustee  all  assets  credited  to  his  accoimjt  or 
the  value  thereof,  if  he  so  prefers,  without  regard  to  any  condition  other  than 
the  loss  or  suspension  of  the  privilege  of  participating  further  in  the  plan. 
However,  a  plan  will  not  be  deemed  to  be  inconsistent  herewith  if  it  limits 
or  modifies  the  exercise  of  any  sucli  right  by  providing  that  the  employer's 
contribution  does  not  vest  absolutely  until  the  employee  shall  have  made  con- 
tributions under  the  plan  in  each  of  not  more  than  (50  calendar  months  succeed- 
ing the  month  for  which  the  employer's  contribution  is  made. 

(v)  Upon  the  death  of  an  employee,  his  beneficiary  shall  have  the  absolute 
and  unconditional  right  to  demand  and  receive  from  the  trustee  all  assets 
credited  to  the  account  of  the  employee,  or  the  value  thereof,  if  he  so  prefers. 

( vi )  When  settlement  is  made  with  an  employee  or  his  beneficiary  with  respect 
to  any  Series  E  bond  registered  in  the  name  and  title  of  the  trustee  in  which 
the  employee  has  a  share  (see  subdivisions  (ii)  and  (iii)  of  this  subpara- 
graph), the  bond  must  be  submitted  for  redemption  or  reissue  to  the  extent  of 
such  share.  If  an  employee  or  his  beneficiary  is  to  receive  distribution  in  kind, 
bonds  bearing  the  same  issue  dates  as  those  credited  to  the  employee's  account 
will  be  reissued  in  the  name  of  the  distributee  to  the  extent  to  which  he  is 
entitled,  in  authorized  denominations,  in  any  authorized  form  of  registration, 
upon  the  request  and  certification  of  the  trustee  in  accordance  wtih  the  govern- 
ing regulations. 

(2)  Definition  of  terms  used  in  this  subsection — related  provisions,  (i)  The 
term  "savings  plan"  includes  any  regulations  issued  under  the  plan  with  regard 
to  Series  E  bonds.  A  trustee  desiring  to  purchase  bonds  in  excess  of  the  general 
limitation  in  any  calendar  year  should  submit  to  the  Federal  Reserve  Bank  of 
the  District,  a  copy  of  (o)  the  plan,  (ft)  any  such  regulations,  and  (c)  the  trust 
agreement,  all  certified  to  be  true  copies,  in  order  to  establish  its  eligibility. 

(ii)  The  term  "assets"  means  all  funds,  including  the  employees'  contributions 
and  employer's  contributions  and  assets  purchased  theremth  as  well  as  accretions 
thereto,  such  as  dividends  on  stock,  the  increment  in  value  on  bonds  and  all  other 
income ;  but,  notwithstanding  any  other  provision  of  tliis  subsection,  the  right 
to  demand  and  receive  "all  assets"  credited  to  the  account  of  an  employee  shall 
not  be  construed  to  require  the  distribution  of  assets  in  kind  when  it  would  not 
be  possible  or  practicable  to  make  sxich  distribution ;  for  example.  Series  E  bonds 
may  not  be  reissued  in  unauthorized  denominations,  and  fractional  shares  of 
stock  are  not  readily  distributable  in  kind. 

(iii)  The  term  "beneficiary"  means  the  person  or  persons,  if  any,  designated 
by  the  employee  in  accordance  with  the  terms  of  the  plan  to  receive  the  benefits 
of  the  trust  upon  his  death  or  the  estate  of  the  employee,  and  the  term  "dis- 
tributee" means  the  employee  or  his  beneficiary. 

§  316.6     Purchase  of  bonds. 

Series  E  bonds  may  be  purchased,  as  follows : 

(a)  Over-the-counter  for  cash — (1)  Bonds  registered  in  names  of  natural 
persons  in  their  own  right  only.  At  such  incorporated  banks,  trust  companies, 
and  other  agencies  as  have  been  duly  qualified  as  issuing  agents  and  at  selected 
United  States  post  offices. 

(2)  Bonds  registered  in  names  of  trustees  of  employees'  savings  plans.  At 
such  incorporated  bank,  trust  company,  or  other  agency,  duly  qualified  as  an 
issuing  agent,  provided  the  agent  is  trustee  of  an  approved  employees'  savings 
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plan  eligible  for  the  special  limitation  in  §  316.5(b)  and  prior  approval  to  issue 
the  bonds  is  obtained  from  the  Federal  Reserve  Bank  of  the  agent's  district. 
(3)  Bonds  registered  in  all  authorized  forms.  At  Federal  Reserve  Banks  and 
Branches  and  at  the  Office  of  the  Treasurer  of  the  United  States,  Securities 
Division,  Washington,  D.C.  20220. 

(b)  On  mail  order.  By  mail  upon  application  to  any  Federal  Reserve  Bank 
or  Branch  or  to  the  Office  of  the  Treasurer  of  the  United  States,  Securities 
Division,  Washington,  D.C.  20220,  accompanied  by  a  remittance  to  cover  the  issue 
price.  Any  form  of  exchange,  including  personal  checks,  will  be  accepted  subject 
to  collection.  Checks  or  other  forms  of  exchange  should  be  drawn  to  the  order 
of  the  Federal  Reserve  Bank  or  the  Treasurer  of  the  United  States,  as  the 
case  may  be.  Checks  payable  by  endorsement  are  not  acceptable.  Any  depositary 
qualified  pursuant  to  the  provisions  of  Treasury  Department  Circular  No.  92, 
current  revision  (Part  203  of  this  chapter),  will  be  permitted  to  make  payment 
by  credit  for  bonds  applied  for  on  behalf  of  its  customers  up  to  any  amount  for 
which  it  shall  be  qualified  in  excess  of  existing  deposits,  when  so  notified  by  the 
Federal  Reserve  Bank  of  its  district. 

(c)  Savings  stamps.  Savings  stamps,  in  authorized  denominations,  may  be 
purchased  at  most  post  offices  and  at  such  other  agencies  as  may  be  designated 
from  time  to  time.  The  stamps  may  be  used  for  the  purcha.se  of  Series  E  bonds. 
Albums  for  affixing  the  stamps  will  be  available  without  charge,  and  .such 
albums  will  be  receivable  by  any  authorized  issuing  agent  in  the  amount  of  the 
affixed  stamps  on  the  purchase  price  of  the  bonds. 

§  316.7     Delivery  of  bonds  by  mail. 

Issuing  agents  are  authorized  to  deliver  Series  E  bonds  by  mail  at  the  risk  and 
expense  of  the  United  States,  at  the  address  given  by  the  purchaser,  but  only 
within  the  United  States,  its  territories  and  po.ssessions,  the  Commonwealth  of 
Puerto  Rico,  and  the  Canal  Zone.  No  mail  deliveries  elsewhere  will  be  made.  If 
purchased  by  citizens  of  the  United  States  temporarily  residing  abroad,  the  bonds 
will  be  delivered  at  such  address  in  the  United  States  as  the  purchaser  directs. 

§  316.8    iExtended  terms  and  improved  yields  for  outstanding  bonds. 

(a)  Extended  maturity  periods — (1)  General.  The  terms  "extended  maturity 
period"  and  "second  extended  maturity  i>eriod,"  when  used  herein,  refer  to  the 
intervals  after  the  maturity  dates  during  which  owners  may  retain  their  bonds 
and  continue  to  earn  intere.st  on  the  maturity  values,  or  the  extended  maturity 
values.^  No  special  action  is  required  of  owners  desiring  to  take  advantage  of  any 
extensions  heretofore  or  hereby  granted.  By  continuing  to  hold  their  bonds  after 
maturity,  or  extended  maturity,  as  the  case  may  be,  owners  will  continue  to  earn 
further  interest  on  their  bonds." 

(2)  Bonds  ivith  issue  dates  May  1,  1941,  through  April  1,  1952.  Owners  of 
Series  E  bonds  with  i.ssue  dates  of  May  1,  1941,  through  April  1,  1952,  may  retain 
their  bonds  for  a  second  extended  maturity  i>eriodof  10  year.s. 

(3)  Bonds  with  issue  dates  May  1,  1952,  or  thereafter.  Owners  of  Series  E 
bonds  with  issue  dates  of  May  1,  1952,  or  thereafter,  may  retain  their  bonds  for 
an  extended  maturity  period  of  10  years. 

(b)  Improved  yields^ — (1)  Outstanding  bonds.  The  investment  yield  on  all 
Series  E  bonds  outstanding  on  the  effective  date  of  the.se  regulations  is  hereby 
increased  to  approximately  5  percent  per  annum,  compounded  semiannually,  as 
follows : 

(i)  Bonds  with  issue  dates  June  1,  1963,  through  May  1,  1969.  For  the  remain- 
ing period  to  the  maturity  date. 

(ii)  Bonds  with  issue  dates  June  1,  1951,  through  May  1,  1963.  For  any  remain- 
ing period  to  the  maturity  date,  extended  maturity  date,  or  second  extended 
maturity  date,  as  the  case  may  be. 


iiThe  redemption  value  of  any  bond  at  the  oriffinal  maturity  date  Ls  the  base  upon  which 
interest  will  accrue  during  the  extended  maturity  period.  The  redemption  value  of  any 
bond  at  the  extended  maturity  date  is  the  base  upon  which  interest  will  accrue  during  the 
second  extended  maturity  period. 

^(The  tables  incorporated  herein,  arranged  according  to  issue  dates,  show  current 
redemption  values  and  investment  yields. 

3  See  appendix  for  maturities  "and  summary  of  investment  yields  to  the  maturity, 
•  extended  maJturity  andt  second  extendeid  maturity  dates  under  regulations  heretofore 
prescribed  for  Series  E  bonds  with  issue  dates  May  1,  1941,  through  May  1,  1969. 
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(iii)  Bonds  with  issue  d-ates  June  1,  19^9,  through  May  1,  1951.  For  any  re- 
maining period  to  ttie  extended  maturity  date  and  for  the  second  extended 
maturity  period. 

(iv)  Bonds  with  issue  dates  May  1,  19^1,  through  May  1,  19^9.  For  the  re- 
maining period  to  the  second  extended  maturity  date. 

The  increase  in  yield  will  be  less  if  the  bonds  are  redeemed  earlier.  The  increase, 
on  a  graduated  basis,  will  begin  with  the  first  6-month  interest  accrual  period 
starting  on  or  after  June  1, 1969. 

(2)  Presently  authorized  extensions.  The  investment  yield  for  any  presently- 
authorized  extension  period  for  which  tables  of  redemption  values  and  invest- 
ment yields  are  not  announced  and  published  herein  will  be  at  the  rate  in  effect 
for  Series  E  bonds  being  currently  issued  on  the  maturity  date  or  extended 
maturity  date,  as  the  case  may  be. 

§  316.9    Taxation. 

(a)  General.  For  the  purpose  of  determining  taxes  and  tax  exemptions,  the 
increment  in  value  represented  by  the  difference  between  the  price  paid  for 
Series  E  bonds  (which  are  issued  on  a  discount  basis)  and  the  redemption  value 
received  therefor  shall  be  considered  as  interest.  Such  interest  is  subject  to  all 
taxes  imposed  under  the  Internal  Revenue  Code  of  1954.  Tlie  bonds  are  subject 
to  estate,  inheritance,  gift,  or  other  excise  taxes,  whether  Federal  or  State,  but 
are  exempt  from  all  taxation  no^vv  or  hereafter  imposed  on  the  principal  or  in- 
terest thereof  by  any  State,  or  any  of  the  possessions  of  the  United  States,  or  by 
any  local  taxing  authority. 

(b)  Federal  income  tax  on  bonds.  An  owner  of  Series  E  bonds  who  is  a  cash 
basis  taxpayer  may  use  either  of  two  methods  for  reporting  the  increase  in  the 
redemption  value  of  the  bonds  for  Federal  income  tax  purposes,  as  follows : 

(1)  Defer  reporting  of  the  increase  until  the  year  of  maturity,  actual  redemp^ 
tion,  or  other  disposition,  whichever  is  earlier ;  or 

(2)  Elect  to  report  the  increases  each  year  as  they  accrue,  in  which  case  the 
election  will  apply  to  all  Series  E  bonds  then  owned  by  him  and  to  those  there- 
after acquired,  as  well  as  to  any  other  similar  obligations  sold  on  a  discount 
basis. 

If  method  (1)  is  used,  the  taxpayer  may  change  to  method  (2)  without  ob- 
taining permission  from  the  Internal  Revenue  Service.  However,  once  the  election 
to  use  method  (2)  is  made,  the  taxpayer  may  not  change  the  method  of  reporting 
unless  he  obtains  permission  to  do  so  from  the  Internal  Revenue  Service,  In- 
quiries concerning  further  information  on  Federal  taxes  .should  be  addressed  to 
the  District  Director,  Internal  Revenue  Service,  of  the  taxpayer's  district,  or  the 
Internal  Revenue  Service,  Washington,  D.C.  20224. 

§  316.10    Payment  or  redemption. 

(a)  General.  A  Series  E  bond  may  be  redeemed  in  accordance  with  its  terms 
at  the  appropriate  redemption  value  as  shown  in  the  applicable  tables  hereof  for 
bond.s  bearing  various  issue  dates  back  to  May  1,  1941.  The  redemption  values 
of  bonds  in  the  denomination  of  $100,000^  (which  was  authorized  as  of  January 
1,  1954)  are  not  shown  in  the  tables.  However,  the  redemption  values  of  bonds 
in  that  denomination  will  be  equal  to  the  total  redemption  values  of  ten  $10,000 
bonds  bearing  the  same  issue  dates.  A  Series  E  bond  in  a  denomination  higher 
than  $25  (face  amount)  may  be  redeemed  in  part  but  only  in  the  amount  of  an 
authorized  denomination  or  multiple  thereof. 

(b)  Federal  Reserve  Banks  and  Branches  and  Treasurer  of  the  United  States. 
Owners  of  Series  E  bonds  may  obtain  payment  upon  presentation  and  surrender 
of  the  bonds  to  a  Federal  Reserve  Bank  or  Branch  or  to  the  Office  of  the  Treas- 
urer of  the  United  States,  Securities  Division,  Washington,  D.C.  20220,  with 
the  requests  for  payment  on  the  bonds  duly  executed  and  certified  in  accordance 
with  the  governing  regulations. 

(c)  Incorporated,  banks,  trust  companies  and  other  financial  institutions. 
An  individual  (natural  person)  whose  name  is  inscribed  on  a  Series  E  bond 
either  as  owner  or  coowner  in  his  own  right  may  also  present  .such  bond  to  any 
incorporated  bank  or  trust  company  or  other  financial  institution  which  is  quali- 
fied as  a  paying  agent  under  Department  Circular  No.  750,  current  revision  (Part 


^rriie  $10,000  and  $100,000  denominations  are  available  only  for  purchase  by  trustees 
of  employees'  savings  and  savings  and  vacation  plans  (see  sec.  316.5 (b)). 
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321  of  this  subchapter) .  If  such  bond  is  in  order  for  payment  by  the  paying  agent, 
the  owner  or  coowner,  upon  establishing  his  identity  to  the  satisfaction  of  the 
agent  and  upon  signing  the  request  for  payment  and  adding  his  home  or  business 
address,  may  receive  immediate  payment  of  the  current  redemption  value. 

§  316.11    Reservation  as  to  issue  of  bonds. 

The  Secretary  of  the  Treasury  reserves  the  right  to  reject  any  application  for 
Series  B  bonds,  in  whole  or  in  part,  and  to  refuse  to  issue  or  i^ermit  to  be  issued 
hereunder  any  such  bonds  in  any  case  or  any  class  or  classes  of  cases  if  he  deems 
such  action  to  be  in  the  public  interest,  and  his  action  in  any  such  respect  shall 
be  final. 

§  316.12    Preservation  of  rights. 

Nothing  contained  herein  shall  limit  or  restrict  rights  which  owners  of  Series 
B  bonds  heretofore  issued  have  acquired  under  offers  previously  in  force. 

§  316.13    Fiscal  agents. 

Federal  Reserve  Banks  and  Branches,  as  fiscal  agents  of  the  United  States,  are 
authorized  to  perform  such  services  as  may  be  requested  of  them  by  the  Secretary 
of  the  Treasury  in  connection  with  the  issue,  delivery,  redemption,  and  payment 
of  Series  E  bonds. 

§  316.14    Reservations  as  to  terms  of  offer. 

The  Secretary  of  the  Treasury  may  at  any  time  or  from  time  to  time  supple- 
ment or  amend  the  terms  of  this  offering  of  bonds  (this  Part  316),  or  of  any 
amendments  or  supplements  thereto. 

Tables  of  Kedemption  Values  and  Investment  Yields  for  United  States  Savings  Bonds  of  Series  E 

Each  table  shows:  (1)  the  redemption  value  for  each  successive  half-year  term  of  holding  during  the  current  ma- 
turity period  and  the  authorized  redemption  values  during  any  subsequent  maturity  period,  on  bonds  bearing  issue 
dates  covered  by  the  table;  (2)  for  each  maturity  period  shown,  the  approximate  investment  yield  on  the  redemp- 
tion value  at  the  beginning  of  such  maturity  period  to  the  beginning  of  each  half-year  period  thereafter;  and  (3)  the 
approximate  investment  yield  on  the  current  redemption  value  from  the  beginning  of  each  half-year  period  to  next 
maturity.  Yields  are  expressed  in  terms  of  rate  percent  per  annum,  compounded  semiannually. 

TABLE  1 

BONDS  BEARING  ISSUE  DATES  BEGINNING  JUNE  1,  1969 

Issue  price $18.75    $37.50    $56.25    $75.00    $150.00    $375.00      $750.00    $7,500     Approximate  invest - 

Denomination ___    25.00      50.00      75.00    100.00      200.00      500.00    1,000.00    10,000  ment  yield 


Period  after  (1)  Redemption  values  during  each  half-year  period  i  (values 

issue  date  increase  on  first  day  of  period  shown) 


First  J^  year $18.75  537.50  J56.25  $75.00  $150.00  3375.00  $750.00  $7,500 

^  to  1  year 19.05  38.10  57.15  76.20  152.40  381.00  762.00  7,620 

1  to  13^  years 19.51  39.02  58.53  78.04  156.08  390.20  780.40  7,804 

VAto2yeaTS 19.95  39.90  59.85  79.80  159.60  399.00  798.00  7,980 

2to2"^years 20.40  40.80  6120  81.60  163.20  408.00  816.00  8,160 

2Mto3  years. 20  88  41.76  62.64  83.52  167.04  417.60  835.20  8,352 

3to3J^years 21.39  42.78  64.17  85.56  171.12  4'27.80  855.60  8,556 

3^  to  4  years 21.93  43.86  65.79  87.72  175.44  438.60  877.20  8,772 

4to4>^years 22.53  45.06  67.59  90.12  180.24  450.60  901.20  9,012 

4}^to5years.. 23.16  46.32  69.48  92.64  185.28  463.20  926.40  9,264 

5  to  5H  years 23.82  47.64  71.46  95.28  190.56  476.40  952.80  9,528 

5>5  years  to  5  years 

and  10  months 24.51  49.02  73.53  98.04  196.08  490.20  980.40  9,804 

MATURITY  VALUE 

(5  years  and  10 

months  from  issue 

date) 25.01  50.02  75.03  100.04  200.08  500.20  1,000.40  10.004 


(2)  On 

(3)  On  cur- 

purchase 

rent  re- 

price from 

demption 

issue  date 

value  from 

to  begin- 

beginning 

ning  of 

of  each 

each 

half-year 

half-year 

period  i  to 

period ' 

maturity 

Percent 

Percent 

0.00 

5  00 

3.20 

5.17 

4.01 

5.20 

4.18 

5.29 

4.26 

5.39 

4.35 

5.49 

4.44 

5.60 

4.63 

5.71 

4.64 

5.78 

4.75 

5.85 

4.84 

5.94 

1  4-month  period  in  the  case  of  the  5j^year  to  5-year  and  10-month  period. 
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TABLE  2 

BONDS  BEARING  ISSUE  DATE  OF  MAY  1,  1941 


Issue  price. _._ $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00 
100.00 


$375.00 
500.00 


$750.00 
1,000.00 


Approximate 
investment  yield 


Period  after  first  extended  maturity 
(beginning  20  years  after  issue  date) 


(1) 

Redem 

ption  vail 

lies  during  each 

(2)  On  the 

half-year  period  (values  increase  on 

redemption 

(3)  On  current 

first  day  of  period  shown) 

value  at  start 

redemption 

of  the  second 

value  from 

extended 

beginning 

maturity 

of  each 

period  to  the 

half-year 

SECOND  EXTENDED 

beginning 

period 

MATURITY  PERIOD 

of  each 

to  second 

half-year 

extended 

period 

maturity  - 

thereafter 

Percent 

Percerit 

$33.63 

$67.  26 

$134.  52 

$672. 60 

$1,345.20 

0.00 

3.75 

34.26 

68.  52 

137.04 

685.  20 

1, 370. 40 

3.75 

3.75 

34  90 

69.80 

139. 60 

698.00 

1, 396. 00 

3.74 

3.75 

35.56 

71. 12 

142. 24 

711.20 

1,422.40 

3.76 

3.75 

36.  22 

72.44 

144.88 

724. 40 

1,448.80 

3.74 

3.75 

36.90 

73.80 

147. 60 

738.00 

1, 476. 00 

3.75 

3.75 

37.60 

75.20 

150.40 

752.00 

1,  504. 00 

3.75 

3.75 

38.30 

76.60 

153.20 

766.00 

1, 532. 00 

3.75 

3.75 

39. 02 

78.04 

156.08 

780. 40 

1,560.80 

3.75 

3.75 

39.75 

79.50 

159.00 

795.00 

1,590.00 

3.75 

3.75 

40.50 

81.00 

162. 00 

810.00 

1, 620. 00 

3.75 

4.15 

41.26 

82.  52 

165.04 

825.  20 

1,650.40 

3.75 

4.19 

42.06 

84.12 

168.24 

841. 20 

1,682.40 

3.76 

4.23 

42.90 

85.80 

171.60 

858.00 

1,716.00 

3.78 

4.27 

43.76 

87.  52 

175.04 

875.  20 

1, 750. 40 

3.80 

4.31 

44.66 

89. 32 

178.64 

893.  20 

1, 786. 40 

3.82 

4.45 

45.60 

91.20 

182. 40 

912. 00 

1,824.00 

3.84 

4.52 

46.57 

93.14 

186.28 

931. 40 

1,862.80 

3.87 

5.00 

First  H  year '  (5/1/61) 

Htol  year (11/1/61) 

1  tol>^  years. (5/1/62) 

1J4  to  2  years (11/1/62) 

2  to  2>^  years (5/1/63) 

2J^  to  3  years (11/1/63) 

3  to  3  J^  years..  _ (5/1/64) 

3J^  to  4  years (11/1/64) 

4  to  4}^  years (5/1/65) 

4>i  to  5  years (11/1/65) 

5  to  5}^  years- (5/1/66) 

5^  to  6  years (11/1/66) 

6  to  dVi  years _ (5/1/67) 

6M  to  7  years (11/1/67) 

7to7Myears._- (5/1/68) 

7J^  to  8  years (11/1/68) 

8to8Hyears._ (5/1/69) 

8Hto9years._ (11/1/69) 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


9  to  9H  years (5/1/70) 

9Hto  10  years.. (11/1/70) 

SECOND  EXTENDED  MATU- 
RITY VALUE  (30  years  from 
issue  date) (5/1/71) 


47.61 

48.77 


95.22 
97.54 


190.44 
195. 08 


952.  20 
975.  40 


1,904.40 
1, 950. 80 


3.90 
3.95 


50.15  100.30   200.60  1,003.00   2,006.00 


5.27 
5.66 


1  Month,  day,  and  year  on  which  issues  of  May  1, 1941,  enter  each  period. 

2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period, 
s  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.31  percent. 
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TABLE  3 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1941 


Issue  price $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00 
100.00 


$375.00 
500.00 


$750.00 
1,000.00 


Approximate 

investment  yield 


Period  after  first  e.xtended  maturity 
(beginning  20  years  after  issue  date) 


(1)  Redemption  values  during  each  half- 

(2)  On  the 

year  period  (values 

mcrease  on 

first 

redemption 

(3)  On  current 

day  of  period  shown) 

value  at  start 

redemption 

of  the  second 
extended 

value  from 
beginning 

maturity 

of  each 

period  to  the 

half-year 

SECOND  EXTENDED 

1 

beginning 

period 

MATURITY 

PERIOD 

of  each 

to  second 

half-year 

e.xtended 

period 

maturity  - 

thereafter 

Percent 

Percen 

$33. 73 

$67. 46 

$134.92 

$674. 60 

$1,349.20 

0.00 

3.75 

34.36 

68. 72 

137.  44 

687.  20 

1, 374. 40 

3.74 

3.75 

35.01 

70.02 

140. 04 

700. 20 

1, 400. 40 

3.76 

3.75 

35.66 

71.32 

142. 64 

713. 20 

1,426.40 

3.74 

3.75 

36.33 

72.66 

145.  32 

726. 60 

1, 453.  20 

3.74 

3.75 

37.01 

74.02 

148.  04 

740.  20 

1, 480. 40 

3.75 

3.75 

37.71 

75. 42 

150. 84 

754.  20 

1,508.40 

3.75 

3.75 

38.41 

76. 82 

153. 64 

768.  20 

1,  536. 40 

3.75 

3.75 

39.13 

78.26 

156. 52 

782. 60 

1,  565.  20 

3.75 

3.75 

39.87 

79.74 

159. 48 

797.  40 

1, 594. 80 

3.75 

4.15 

40.63 

81.26 

162.  52 

812.60 

1,625.20 

3.76 

4.19 

41.41 

82. 82 

165. 64 

828.  20 

1,656.40 

3.76 

4.22 

42.  22 

84.44 

168. 88 

844. 40 

1,688.80 

3.78 

4.26 

43.06 

86.12 

172.  24 

861.  20 

1,722.40 

3.79 

4.30 

43.95 

87.90 

175.80 

879.00 

1,758.00 

3.82 

4.43 

44.86 

89.72 

179.  44 

897.  20 

1,794.40 

3.84 

4.49 

45.80 

91.60 

183.  20 

916. 00 

1, 832. 00 

3.86 

5.00 

First  H  year i  (6/1/61) 

>itol  year ____ -_(12/1/61) 

1  to  VA  years (6/1/62) 

IH  to  2  years (12/1/62) 

2to2H  years (6/1/63) 

2)^  to  3  years __ (12/1/63) 

3  to  3J^  years (6/1/64) 

3>^  to  4  years _. (12/1/64) 

4  to  4M  years (6/1/65) 

4V^  to  5  years (12/1/65) 

5  to  534  years (6/1/66) 

5J4to6years ---.(12/1/66) 

6  to  6H  years (6/1/67) 

6'Ato7  years (12/1/67) 

7  to  7K  years (6/1/08) 

7M  to  8  years (12/1/68) 

8  to  8^  years ..--(6/1/69) 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  Juue  1, 1969,  revision 


8>^  to  9  years (12/1/69) 

9  to  93-^  years- (6/1/70) 

9H  to  10  years (12/1/70) 

SECOND  EXTENDED  MATURI- 
TY VALUE  (30  years  from  issue 
dale) (6/1/71) 


46. 82 

93.64 

187.  28 

936. 40 

1,872.80 

47.91 

95.82 

191. 64 

958.  20 

1,916.40 

49.11 

98.22 

196.  44 

982.  20 

1,964.40 

3.90 
3.94 
3.99 


5.18 
5.44 
5.86 


50.55     101.10      202.20     1,011.00      2,022.00 


1  Month,  day,  and  year  on  which  issues  of  June  1,  1941,  enter  each  period.  For  subsequent  issue  montlis  add  the 
appropriate  number  of  months. 
-  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.33  percent. 
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TABLE  4 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1941,  THROUGH  APRIL  1,  1942 


Issue  price $18.75 

Denomination  _ 25. 00 


$37.50 
50.00 


$75.00 
100.00 


$375.00 
500.00 


$750.00 
1,000.00 


Approximate 
investment  yield 


Peiiod  after  first  extended  maturity 
(beginning  20  years  after  issue  date) 


(1)  Redemption  values  during  each 

half-year  period  (values  increase  on 

first  day  of  period  shown) 


SECOND  EXTENDED 
MATURITY  PERIOD 


(2)  On  the 
redemption 
value  at  start 
of  the  second 

extended 

maturity 
period  to  the 

beginning 
of  each 

half-year 
period 

thereafter 


(3)  On  current 

redemption 

value  from 

beginning 

of  each 

half-year 

period 
to  second 
extended 
maturity  - 


Pc  TC6  Tit 

First  Hyear '(12/1/61)  $33.83  $67.66  $135.32  $676.60  $1,353.20  0.00 

3-^10  1  year (6/1/62)     34.46  68.92  137.84  689.20  1,378.40  3.72 

ltol3-^years (12/1/62)     35.11  70.22  140.44  702.20  1,404.40  3.75 

lHto2years-- (6/1/63)     35.77  71.54  143.08  715.40  1,430.80  3.75 

2to2Hyears (12/1/63)     36.44  72.88  145.70  7'28.80  1,457.60  3.75 

2H  to  3  years _... (6/1/64)     37.12  74.24  148.48  742.40  1,484.80  3.75 

3  to  31-^  years.-. (12/1/64)     37.82  75.64  151.28  756.40  1,512.80  3.75 

3J^  to  4  years.. (6/1/65)     38.53  77.06  154.12  770.60  1,641.20  3.75 

4  to  43^  years (12/1/65)     39.25  78.50  157.00  785.00  1,570.00  3.75 

4H  to  5  years (6/1/66)     40.00  80.00  160.00  800.00  1,600.00  3.76 

5  to  5H  years.. (12/1/66)     40.77  81.54  163.08  815.40  1,630.80  3.77 

5Hto6years (6/1/67)     41.56  83.12  166.24  831.20  1,662.40  3.78 

6to6Hyears (12/1/67)  '  42.39  84.78  109.50  847.80  1.695.60  3.79 

6Hto7  years ...(6/1/68)     43.25  86.50  173.00  865.00  1,730.00  3.82 

7to7Hyears (12/1/68)     44.14  88.28  176.56  882.80  1,765.60  3.84 

7Mto8years.. (6/1/69)     45.07  90.14  180.28  901.40  1,802.80  3.86 


Percent 
3.75 
3.75 
3.75 
3.75 
3.75 
3.75 
3.75 
3.75 
4.15 
4.18 
4.21 
4.25 
4.28 
4.42 
4.47 
5.00 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1,  1969,  revision 


8  to  8H  years (12/1/69) 

8M  to  9  years (6/1/70) 

9  to  9H  years.. (12/1/70) 

93^  to  10years__ ..(6/1/71) 

SECOND  EXTENDED  MATU- 
RITY VALUE  (30  years  from 
issue  date) (12/1/71) 


46.05 

92.10 

184.20 

921.00 

1,842.00 

47.11 

94.22 

188.44 

942.  20 

1,884.40 

48.25 

96.50 

193.00 

965.00 

1,930.00 

49.49 

98.98 

197.96 

989. 80 

1,979.60 

50.99    101.98      203.96    1.019.80      2,039.60 


3.89 
3.93 
3.98 
4.04 


5.16 
5.35 
5.60 
6.06 


1  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1941,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  liased  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.36  percent. 
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TABLE  5 

BONDS  BEARING  ISSUE  DATE  OF  MAY  1,  1942 


Issueprice $18.75    $37.50 

Denomination 25.00      50.00 


$75.00 
100.00 


$375.00 
500.00 


$750.00 
1,000.00 


Approximate 
investment  yield 


Period  after  first  extended  maturity 
(beginning  20  years  after  issue  date) 


(1) 

Redem 

ption  vah 

les  during 

each 

(2)  On  tlie 

half-year  period  (values  increase  on 

redemption 

(3)  On  current 

first  day  of  period  shown) 

value  at  start 

redemption 

of  the  second 
extended 

value  from 
beginning 

maturity 

of  each 

period  to  the 

half-year 

SECOND  EXTENDED 

1 

beginning 

period 

MATURITY  PERIOD 

of  each 

to  second 

half-year 

extended 

period 

maturity  • 

thereafter 

Percent 

Percent 

J34.09 

J68. 18 

$136. 36 

3681. 80 

$1, 363.  60 

0.00 

3.75 

34.73 

69.46 

138.  92 

694. 60 

1, 389.  20 

3.75 

3.75 

35.38 

70.76 

141.  52 

707. 60 

1,415.20 

3.75 

3.75 

36.04 

72. 08 

144. 16 

720. 80 

1,441.60 

3.74 

3.75 

36.72 

73.44 

146. 88 

734. 40 

1, 468.  80 

3.75 

3.75 

37.41 

74.82 

149. 64 

748.  20 

1,496.40 

3.75 

3.75 

38.11 

76.22 

152. 44 

762.  20 

1,524.40 

3.75 

3.75 

38.82 

77.64 

155.  28 

776. 40 

1,  552. 80 

3.75 

3.75 

39.55 

79.10 

158.  20 

791.00 

1,582.00 

3.75 

4.15 

40.30 

80.60 

161.  20 

806.  00 

1, 612. 00 

3.75 

4.18 

41.08 

82.16 

164. 32 

821.  60 

1,643.20 

3.77 

4.22 

41.88 

83.76 

167.  52 

837. 60 

1,J675.  20 

3.78 

4.25 

42. 71 

85. 42 

170. 84 

854.  20 

1,708.40 

3.79 

4.29 

43.58 

87.16 

174.32 

871.  60 

1,743.20 

3.81 

4.42 

44.49 

88.98 

177. 96 

889.80 

1,  779.  60 

3.84 

4.46 

45.41 

90.82 

181.  64 

908.  20 

1, 816. 40 

3.86 

5.00 

First  3^  year '  (5/1/62) 

J^tol  year (11/1/62) 

1  to  VA  years --(5/1/63) 

1}^  to  2  years -.(11/1/63) 

2  to  2M  years - (5/1/64) 

2}ito3years (11/1/64) 

3  to  3H  years - (5/1/65) 

3}ito4years..- (11/1/65) 

4  to  4H  years (5/1/66) 

4}^  to  5  years - (11/1/66) 

6  to  53^  years -.- (5/1/67) 

6J^  to  6  years (11/1/67) 

6  to  6K  years - (5/1/68) 

6J^  to  7  years (11/1/68) 

7  to  7M  years (5/1/69) 

7J^  to  8  years (11/1/69) 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1,  1969,  revision 


8  to  8}^  years -.-- (5/1/70)  46.40  92.80  185.60  928.00  1,856.00 

8Jito9years (11/1/70)  47.47  94.94  189.88  949.40  1,898.80 

9to9Hyears (5/1/71)  48.62  97.24  194.48  972.40  1,944.80 

9M  to  10  years - -(11/1/71)  49.87  99.74  199.48  997.40  1,994.80 

SECOND  EXTENDED 

MATURITY  VALUE 

(30  years  from  issue  date).(5/l/72)  51.38  102.76  205.52  1,027.60  2,055.20 


3.89 
3.93 
3.98 
4.04 


5.16 
5.35 
5.60 
6.06 


1  Month,  day,  and  year  on  which  issues  of  May  1, 1942,  enter  each  period. 

2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.39  percent. 
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TABLE  6 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1942 


Issue  price $18.75 

Denomination 25. 00 


$37.50 
50.00 


$75.00 
100.00 


$375.00 
500.00 


$750.00 
1,000.00 


Approximate 
investment  yield 


Period  after  first  extended  maturity 
(beginning  20  years  after  issue  date) 


(1) 

Redemi 

ption  vak 

les  during  c 

!ach 

(2)  On  the 

half-year  period  (values  increase  on 

redemption 

(3)  On  current 

first  day  of  period  shown) 

value  at  start 

redemption 

of  the  second 

value  from 

extended 

beginning 

maturity 

of  each 

period  to  the 

half-year 

SECOND  EXTENDED 

beginning 

period 

MATURITY  PERIOD 

of  each 

to  second 

half-year 

extended 

period 

maturity  ■ 

thereafter 

Percent 

Percent 

$34.17 

$68.34 

$136.  68 

$683.40    $1,366.80 

0.00 

3.75 

34.81 

69.62 

139.  24 

696.  20 

1, 392. 40 

3.75 

3.75 

35.46 

70.92 

141.84 

709.20 

1,418.40 

3.74 

3.76 

36.13 

72.  26 

144.  52 

722.  60 

1,445.20 

3.75 

3.75 

36.81 

73.  62 

147.  24 

736.  20 

1,472.40 

3.76 

3.75 

37.50 

75.00 

150.00 

750.00 

1,  500.  00 

3.75 

3.75 

38.20 

76.40 

152.80 

764.00 

1,  528.  00 

3.75 

3.75 

38. 92 

77.84 

155.68 

778. 40 

1,  556.  80 

3.75 

4.15 

39.65 

79.30 

158.60 

793.  00 

1,  586.  00 

3.75 

4.18 

40.41 

80.82 

161.64 

808.  20 

1,616.40 

3.76 

4.21 

41.21 

82.  42 

164.84 

824.  20 

1,648.40 

3.78 

4.24 

42.  02 

84.04 

168.08 

840. 40 

1,680.80 

3.80 

4.27 

42.86 

85.  72 

171.44 

857.  20 

1,714.40 

3.81 

4.40 

43.74 

87.48 

174.  96 

874. 80 

1,  749.  60 

3.83 

4.45 

44.65 

89.30 

178.  60 

893.00 

1, 786. 00 

3.86 

5.00 

First  H  year '(6/1/62) 

H  to  1  year (12/1/62) 

1  to  VA  years (6/1/63) 

VA  to  2  years (12/1/63) 

2  to  2A  years (6/1/64) 

2A  to  3  years ..-.(12/1/64) 

3  to  3A  years (6/1/65) 

3A  to  4  years. (12/1/65) 

4  to  4'A  years .(6/1/66) 

iA  to  5  years (12/1/66) 

5  to  5A  ye  rs (6/1/67) 

5A  to  6  years (12/1/67) 

6  to  6A  years (6/1/68) 

6A  to  7  years. (12/1/68) 

7  to  7A  years. (6/1/69) 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1,  1969,  revision 


7A  to  8  years (12/1/69) 

8  to  8M  years (6/1/70) 

SA  to  9  years (12/1/70) 

9  to  9A  years -(6/1/71) 

QA  to  10  years.. (12/1/71) 

SECOND       EXTENDED       MA- 
TURITY    VALUE     (30 
yearsfrom  issue  date) (6/1/72) 


45.61 

91.22 

182.44 

912.  20 

1, 824. 40 

46.65 

93.30 

186.60 

933.00 

1,866.00 

47.76 

95.52 

191.04 

955.  20 

1,910.40 

48.95 

97.90 

195.  80 

979.  00 

1,958.00 

50.22 

100.  44 

200.  88 

1,004.40 

2,  008. 80 

3.89 
3.93 
3.98 
4.03 
4.09 


5.14 
5.29 
5.46 
5.70 
6.21 


51.78     103.56      207.12    1,035.60      2,071.20 


'  Month,  day,  and  year  on  which  issues  of  June  1, 1942,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
*  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.41  percent. 
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TABLE  7 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1942,  THROUGH  MAY  1,   1943 


Issue  price $18.75    $37.50 

Denomination 25.00      50.00 


$75.00 
100.00 


$375.00 
500.00 


$750.00 
1,000.00 


Appro.ximate 
investment  yield 


Period  after  first  extended  maturity 
(beginning  20  years  after  issue  date) 


(1)  Redemption  values  during  each 

half-year  period  (values  increase  on 

first  day  of  period  shown) 


SECOND  EXTENDED 
MATURITY  PERIOD 


(2)  On  the 

redemption 

value  at  start 

of  the  second 

extended 

maturity 

period  to  the 

beginning 

of  each 

half-year 

period 
thereafter 


(3)  On  current 

redemption 

value  from 

beginning 

of  each 

half-year 

period 

to  second 

extended 

maturity  ^ 


Percent  Percent 

Firsts  year '  (12/1/62)  $34.26  $68.52  $137.04  $685.20  $1,370.40  0.00  3.75 

M  to  1  year (6/1/63)  34.90  69.80  139.60  698.00  1,396.00  3.74  3.75 

ItolHyears (12/1/63)  35.56  71.12  142.24  711.20  1,422.40  3.76  3.75 

l>$to2years (6/1/64)  36.22  72.44  144.88  724.40  1,448.80  3.74  3.75 

2to2Myears (12/1/64)  36.90  73.80  147.60  738.00  1,476.00  3.75  3.75 

2K  to  3  years (6/1/65)  37.59  75.18  150.36  751.80  1,503.60  3.75  3.75 

3to33^years (12/1/65)  38.30  76.60  153.20  766.00  1,532.00  3.75  4.15 

3J^to4years (6/1/66)  39.03  78.06  156.12  780.60  1,561.20  3.76  4.18 

4to4Kyears (12/1/66)  39.77  79.54  159.08  795.40  1,590.80  3.76  4.21 

434  to  5  years ...(6/1/67)  40.54  81.08  162.16  810.80  1,621.60  3.78  4.24 

5  to  5M  years. (12/1/67)  41.34  82.68  165.36  826.80  1,653.60  3.79  4.27 

5Ht06years (6/1/68)  42.18  84.36  168.72  843.60  1,687.20  3.82  4.40 

6to6)4years (12/1/68)  43.04  86.08  172.16  860.80  1,721.60  3.84  4.44 

6Mto7years (6/1/69)  43.93  87.86  175.72  878.60  1,757.20  3.86  5.00 

Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


7  to  7M  years (12/1/69) 

7M  to  8  years (6/1/70) 

8  to  8)4  years. (12/1/70) 

8)^  to  9  years (6/1/71) 

9to9J4years (12/1/71) 

9)4  years  to  10  years (6/1/72) 

SECOND  EXTENDED  MATURI- 
TY VALUE  (30  years  from  issue 
date) (12/1/72) 


44.87 

89.74 

179. 48 

897. 40 

1,794.80 

3.89 

5.12 

45.86 

91.72 

183.44 

917.  20 

1,834.40 

3.93 

5.26 

46.93 

93.86 

187.  72 

938.60 

1, 877. 20 

3.97 

5.41 

48.07 

96.14 

192.28 

961. 40 

1,922.80 

4.02 

5.60 

49.29 

98.58 

197. 16 

985. 80 

1,971.60 

4.08 

5.86 

50.60 

101.20 

202. 40 

1,012.00 

2, 024.  00 

4.15 

6.40 

52.22 

104.44 

208.88 

1.044.40 

2.088.80 

3  4.26 

'  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1942,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.44  percent. 
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TABLE  8 

BONDS  BEARING  ISSUE  DATES  FKOM  JUNE  1  THROUGH  NOVEMBER  1.  1943 


Issue  price - -  $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00 
100.00 


$375.00 
500.00 


$750.00 
1,000.00 


Approximate 
investment  yield 


Period  after  first  extended  maturity 
(beginning  20  years  after  issue  date) 


(1) 

Redemption  values  during  each 

(2)  On  the 

half-year  period  (values  increase  on 

redemption 

(3)  On  current 

first  day  of  period  shown) 

value  at  start 

redemption 

of  the  second 
extended 
maturity 

period  to  the 

value  from 

beginning 

of  each 

half-year 

SECOND  EXTENDED 

beginning 

period 

MATURITY 

PERIOD 

of  each 

to  second 

half-year 

extended 

period 

maturity  - 

thereafter 

Percent 

Percent 

$34.  34 

$68.68 

$137.  36 

$686.80    $1,373.60 

0.00 

3.75 

34.98 

69.96 

139. 92 

699.  60 

1,399.20 

3.73 

3.75 

35.04 

71.  28 

142.  56 

712.80 

1, 425. 60 

3.75 

3.75 

36.31 

72.  62 

145. 24 

726.  20 

1,452.40 

3.75 

3.75 

36.99 

73.98 

147. 96 

739.  80 

1,479.60 

3.75 

3.75 

37.68 

75.36 

150.72 

763.60 

1,  507.  20 

3.75 

4.15 

38.40 

76.80 

153.60 

768.00 

1,  536.  00 

3.76 

4.18 

39.13 

78.26 

156.  52 

782. 60 

1,  565.  20 

3.77 

4.20 

39.89 

79.78 

159.  56 

797. 80 

1,  595.  60 

3.78 

4.23 

40.68 

81.36 

162.  72 

813.  60 

1,  627. 20 

3.80 

4.25 

41.49 

82.98 

165. 96 

829. 80 

1,659.60 

3.82 

4.39 

42.33 

84.66 

169.32 

846.  60 

1,  693.  20 

3.84 

4.42 

43.20 

86.40 

172. 80 

864.00 

1, 728.  00 

3.86 

5.00 

First  1^  year '(6/1/63) 

H  to  1  year (12/1/63) 

1  to  VA  years (6/1/64) 

VA  to  2  years (12/1/64) 

2to2H  years (6/1/65) 

2^$  to  3  years (12/1/65) 

3  to  31^  years -(6/1/66) 

3H  to  4  years (12/1/66) 

4to4!4years (6/1/67) 

4H  to  5  years (12/1/67) 

5to5^i  years (6/1/68) 

hVi  to  6  years .— (12/1/68) 

6  to  63^  years (6/1/69) 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1,  1969,  revision 


6H  to  7  years (12/1/69) 

7  to  7H  years (6/1/70) 

7H  to  8  years (12/1/70) 

8  to  8H  years (6/1/71) 

8V^  to  9  years (12/1/71) 

9  to  93^  years (6/1/72) 

9H  to  10  years (12/1/72) 

SECOND  EXTENDED  MATU- 
RITY VALUE  (30  years  from 
issue  date) (6/1/73) 


44.10 
45.08 
46.11 
47.23 
48.39 
49.64 
50.96 


88.20 
90.16 
92.  22 
94.46 
96.78 
99.28 
101. 92 


176. 40 
180. 32 
184. 44 
188.92 
193.  56 
198.  56 
203. 84 


882.00 
901.  60 
922.  20 
944. 60 
967. 80 
992. 80 
1, 019.  20 


1, 764.  00 
1, 803. 20 
1, 844. 40 
1, 889.  20 
1, 935. 60 
1,985.60 
2,  038. 40 


3.89 
3.93 
3.97 
4.02 
4.08 
4.14 
4.20 


5.12 
5.24 
5.37 
5.60 
5.69 
5.95 
6.59 


52.64    105.28      210.56     1,052.80      2,105.60 


1  Month,  day,  and  year  on  which  issues  of  June  1, 1943,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.47  percent. 
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TABLE  9 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1943  THROUGH  MAY  1,  1944 


Issneprice $18.75    $37.50 

Denomination 25.00      50.00 


$75.00 
100.00 


$375.00 
500.00 


$750.00 
1,000.00 


Approximate 
investment  yield 


Period  after  first  extended  maturity 
(beginning  20  years  after  issue  date) 


(1)  Redemption  values  during  each 

(2)  On  the 

half-year  period  (values  increase  on 

redemption 

(3)  On  current 

first  day  of  period  shown) 

value  at  start 

redemption 

of  the  second 

value  from 

extended 

beginning 

maturity 

of  each 

period  to  the 

half-year 

SECOND  EXTENDED 

beginning 

period 

MATURITY  PERIOD 

of  each 

to  second 

half-year 

extended 

period 

maturity  ^ 

thereafter 

Percent 

PercerU 

$34.43 

$68.86 

$137. 72 

$688.60    i 

$1, 377.  20 

0.00 

3.75 

35.08 

70.16 

140. 32 

701.60 

1, 403.  20 

3.78 

3.75 

35.73 

71.46 

142. 92 

714.60 

1,429.20 

3.74 

3.75 

36.40 

72. 80 

145.60 

728.00 

1,45a  00 

3.74 

3.75 

37.09 

74.18 

148. 36 

741. 80 

1, 483.  60 

3.76 

4.15 

37.79 

75.58 

151. 16 

755. 80 

1,511.60 

3.76 

4.17 

38.51 

77. 02 

154.04 

770.20 

1,540.40 

3.77 

4.20 

39.25 

78.50 

157.00 

785.00 

1,570.00 

3.78 

4.23 

40.03 

80.06 

160. 12 

800.60 

1,601.20 

3.80 

4.25 

40.83 

81.66 

163. 32 

816.60 

1,  633.  20 

3.82 

4.37 

41.65 

83.30 

166.60 

833.00 

1,  666.  00 

3.84 

4.41 

42.50 

85.00 

170.00 

850.00 

1, 700. 00 

3.87 

5.00 

First  Vi  year '  (12/1/63) 

Vi  to  1  year (6/1/64) 

1  to  Wi  years (12/1/64) 

VA  to  2  years (6/1/65) 

2  to  214  years (12/1/65) 

2K  to  3  years ...(6/1/66) 

3  to  314  years (12/1/66) 

zyi  to  4  years... (6/1/67) 

4to4>^  years (12/1/67) 

iVi  to  5  years (6/1/68) 

5  to  51^  years .(12/1/68) 

5H  to  6  years (6/1/69) 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


6to6H  years (12/1/69) 

^M  to  7  years (6/1/70) 

7  to  VA  years (12/1/70) 

VA  to  8  years ..(6/1/71) 

8  to  83^  years (12/1/71) 

8H  to  9  years (6/1/72) 

9  to  91^  years (12/1/72) 

9H  to  10  years (6/1/73) 

SECOND  EXTENDED 

MATURITY  VALUE 

(30  years  from 

issue  date) (12/1/73) 


43.38 

86.76 

173.  52 

867.60 

1,  735.  20 

44.32 

88.64 

177.28 

886.40 

1,  772. 80 

45.34 

90.68 

181.36 

906.80 

1,813.60 

46.40 

92.80 

185.60 

928.00 

1,856.00 

47.54 

95.08 

190.16 

950.80 

1,901.60 

48.75 

97.50 

195.00 

975.00 

1,950.00 

50.02 

100.04 

200.08 

1,000.40 

2, 000. 80 

51.37 

102.  74 

205. 48 

1,  027.  40 

2, 054. 80 

3.89 
3.92 
3.97 
4.02 
4.07 
4.13 
4.19 
4.26 


5.11 
5.22 
5.32 
5.45 
5.59 
5.75 
a03 


53.08    106.16      212.32    1,061.60      2,123.20 


'  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1943,  enter  each  period.  For  subsequent  issue  months  add 
the  appropriate  number  of  months. 

2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.50  percent. 
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TABLE  10 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1.  1944 


Issue  price $7.50    $18.75    $37.50 

Denomination 10.00      25.00      50.00 


$75.00 
100.00 


$375.00 
500.00 


$750.00 
1,000.00 


Approximate  investment 
yield 


Period  after  first  extended  matu- 
rity (beginning  20  years  after 
issue  date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


(2)  On  the 

redemption  (3)  On  cur- 
-  value  at  start  rent  redemp- 
of  the  second  tion  value 
extended  ma-  from  begin- 
turity  period  ning  of  each 
SECOND  EXTENDED  MATURITY  PERIOD,  to  the  begin-      half-year 

ning  of  each    period  to  sec- 
half-year      ond  extended 
period  there-    maturity  2 
after 


First  Yi  year '  (6/1/64) 

J^tol  year (12/1/64) 

1  to  IJ^  years (6/1/65) 

V/i  to  2  years (12/1/65) 

2to2)^years (6/1/66) 

2>^to3  years. (12/1/66) 

3  to  3J^  years I (6/1/67) 

ZVi  to  4  years .(12/1/67) 

4  to  4J^  years (6/1/68) 

\M  to  5  years (12/1/68) 

5  to  5J^  years (6/1/69) 


Percent 

Percent 

$13. 80 

$34.  51 

$69. 02 

$138. 04 

$690.  20 

$1, 380. 40 

0.00 

3.75 

14.06 

35.16 

70. 32 

140. 64 

703.  20 

1,406.40 

3.77 

3.75 

14.33 

35. 82 

71.64 

143.  28 

716. 40 

1,432.80 

3.76 

3.75 

14.60 

36.49 

72.98 

145. 96 

729. 80 

1, 459. 60 

3.75 

4.15 

14.87 

37.18 

74.36 

148. 72 

743. 60 

1, 487.  20 

3.76 

4.17 

15.16 

37.89 

75.78 

151.  56 

757. 80 

1,515.60 

3.77 

4.20 

15.45 

38. 62 

77.24 

154.48 

772. 40 

1,  544. 80 

3.79 

4.22 

15.75 

39.37 

78.74 

157. 48 

787.40 

1,  574  80 

3.80 

4.25 

16.06 

40.16 

80.32 

160.64 

803.  20 

1, 606.  40 

3.83 

4.37 

16.38 

40.96 

81.92 

163. 84 

819.20 

1,638.40 

3.84 

4.40 

16.72 

41.79 

83.58 

167. 16 

835. 80 

1, 671. 60 

3.87 

5.00 

Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


5J^  to  6  years .(12/1/69) 

6  to 63^  years.. (6/1/70) 

6H  to  7  years (12/1/70) 

7  to  714  years (6/1/71) 

7Hto8  years (12/1/71) 

8  to  8H  years.-.. (6/1/72) 

8H  to  9  years (12/1/72) 

9to9>^  years (6/1/73) 

9HtolO  years -...(12/1/73) 

SECOND  EXTENDED 

MATURITY  VALUE 

(30  years  Trom  issue 

date) (6/1/74) 


17.06 

42.66 

85.32 

170.64 

853.20 

1,706.40 

3.89 

5.09 

17.44 

43.59 

87.18 

174. 36 

871.  80 

1, 743. 60 

3.93 

5.18 

17.83 

44.57 

89.14 

178. 28 

891.40 

1,782.80 

3.97 

5.28 

18.24 

45.60 

91.20 

182. 40 

912.00 

1,824.00 

4.02 

5.39 

18.68 

46.69 

93.38 

186.  76 

933.  80 

1,867.60 

4.07 

5.51 

19.14 

47.84 

95.68 

191. 36 

956.  80 

1,913.60 

4.12 

5.66 

19.63 

49.07 

98.14 

196.  28 

981. 40 

1, 962. 80 

4.18 

5.83 

20.15 

50.37 

100.74 

201.48 

1,007.40 

2,014.80 

4.25 

6.10 

20.  70 

51.74 

103.  48 

206.96 

1, 034. 80 

2,069.60 

4.31 

6.76 

21.40 

53.49 

106.98 

213.96 

1,069.80 

2,139.60 

S4.43 

'  Month,  day,  and  year  on  which  issues  of  June  1, 1944,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
'  Based  on  second  extended  maturity  value  in  eflect  on  the  beginning  date  of  the  half-year  period. 
'  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.53  percent. 
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TABLE  11 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  I,  1944  THROUGH  MAY  1,  194S 


Issueprice $7.50    $18.75    $37.50 

Denomination 10.00      25.00      50.00 


$75.00 
100.00 


$375.00 
500.00 


$750.00     Approximate  investment 
1,000.00  yield 


(1)  Redemption  values  during  each  liaU-year  period     (2)  On  the 

(values  increase  on  first  day  of  period  shown)  redemption     (3)  On  cur- 
value  at  start  rent  redemp- 


Period  after  first  extended  matu- 
rity (beginning  20  years  after 
issue  date) 


SECOND  EXTENDED  MATURITY  PERIOD 


of  the  second     tion  value 
extended  ma-   from  begin- 
turity  period   ning  of  each 
to  the  begin-      half-year 
ning  of  each  period  to  sec- 
half-year     ond  extended 
period  there-    maturity  2 
after 


First  H  year '  (12/1/64) 

J^  to  1  year _ (6/1/65) 

1  to  1J4  years. ..-  (12/1/65) 

l}^to2years (6/1/66) 

2  to  2H  years (12/1/66) 

2>4to3  years (6/1/67) 

3  to  3M  years (12/1/67) 

3H  to  4  years (6/1/68) 

4  to  4M  years -  (12/1/68) 

4}^  to  5  years (6/1/69) 


Percent 

Percent 

$13.84 

$34.  59 

$69.18 

$138. 36 

$691. 80 

$1, 383.  60 

0.00 

3.75 

14.10 

35.24 

70.48 

140.96 

704.80 

1, 409.  60 

3.76 

3.75 

14.36 

35.90 

71.80 

143.60 

718.00 

1,436.00 

3.75 

4.15 

14.63 

36.58 

73.16 

146. 32 

731.60 

1, 463.  20 

3.76 

4.17 

14.91 

37.28 

74.56 

149. 12 

745.  60 

1, 491.  20 

3.78 

4.19 

15.20 

38.00 

76.00 

152. 00 

760.00 

1,  520. 00 

3.80 

4.21 

15.50 

38.74 

77.48 

154.96 

774. 80 

1,  549.  60 

3.81 

4.24 

15.80 

39.50 

79.00 

158.00 

790.00 

1, 580.  00 

3.83 

4.36 

16.12 

40.29 

80.58 

161. 16 

805.80 

1,611.60 

3.85 

4.39 

16.44 

41.10 

82.20 

164.40 

822.00 

1,  644. 00 

3.87 

5.00 

Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1,  1969,  revision 


5to5}^years. (12/1/69) 

5K  to  6  years ..-  (6/1/70) 

6to  63^  years (12/1/70) 

6}4to7yekrs (6/1/71) 

7to7J4years — .    (12/1/71) 

7}^to8years (6/1/72) 

8  to  8>^  years (12/1/72) 

8Hto9  years (6/1/73) 

9  to  9)4  years (12/1/73) 

9H  to  10  years (6/1/74) 

SECOND  EXTENDED 

MATURITY  VALUE 

(30  years  from  issue 

date) (12/1/74) 


16.78 

41.96 

83.92 

167. 84 

839.20 

1,678.40 

3.90 

5.08 

17.14 

42.85 

85.70 

171. 40 

857.00 

1,714.00 

3.93 

5.18 

17.52 

43.81 

87.  62 

175. 24 

876.20 

1,752.40 

3.98 

5.26 

17.92 

44.81 

89.62 

179. 24 

896.  20 

1,  792. 40 

4.02 

5.36 

18.35 

45.87 

91.74 

183.48 

917. 40 

1, 834. 80 

4.07 

5.47 

18.80 

47.00 

94.00 

188.00 

940.00 

1,880.00 

4.13 

5.58 

19.27 

48.17 

96.34 

192.68 

963.40 

1, 926. 80 

4.18 

5.73 

19.77 

49.43 

98.86 

197. 72 

988.60 

1, 977.  20 

4.24 

5.89 

20.29 

50.73 

101.46 

202.92 

1,  014.  60 

2,  029.  20 

4.30 

6.21 

20.85 

52.12 

104.24 

208. 48 

1,  042.  40 

2,  084. 80 

4.36 

6.95 

21.57 

53.93 

107.86 

215.72 

1,078.60 

2,157.20 

34.49 

'  Month,  day.  and  year  on  which  issues  of  Dec.  1,  1944,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.55  percent. 
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TABLE  12 
BONDS  BEARING  ISSUES  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  I.  1945 


Issue  price. 

J7.S0 

$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

Approximate  invest- 

Denomination... 

10.00 

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

ment  yield 

(1)  Redemption  values  during  each  half-year  period 

(2)  On  the 

(values 

increase  on  first  day  of  period  shown) 

redemption 

(3)  On  cur- 

Period after  first 

extended  - 

value  at 

rent  re- 

maturity (beginning  20 

start  of 

demption 

years  after  issue  date) 

the  second 

value  from 

extended 

beginning 

SECOND 

EXTENDED  MATURITY  PERIOD 

maturity 

of  each 

period  to 

half-year 

the  begin- 

period to 

ning  of  each 

second 

half-year 

extended 

period 

maturity ' 

thereafter 

Percent 

Percent 

First  14  year 

'  (6/1/65) 

$13. 87 

$34.68 

$69. 36 

$138. 72 

$277. 44 

$693.  60 

$1, 387.  20 

0.00 

3.75 

Mtol  year 

.(12/1/65) 

14.13 

35.33 

70.66 

141.32 

282.64 

706.60 

1, 413.  20 

3.75 

4.15 

1  to  IVi  years 

..(6/1/66) 

14.40 

36.00 

72.00 

144.00 

288.00 

720.00 

1, 440.  00 

3.77 

4.17 

V/2  to  2  years 

.(12/1/66) 

14.68 

36.69 

73.38 

146.  76 

293.52 

733.80 

1, 467.  60 

3.79 

4.19 

2  to  2>^  years 

..(6/1/67) 

14.96 

37.40 

74.80 

149.60 

299.20 

748.00 

1, 496.  00 

3.81 

4.21 

2}^  to  3  years 

-(12/1/67) 

15.25 

38.12 

76.24 

152. 48 

304.96 

762. 40 

1,524.80 

3.82 

4.23 

3  to  3}^  years 

..(6/1/68) 

15.55 

38.87 

77.74 

155. 48 

310. 96 

777.40 

1,554.80 

3.84 

4.35 

3H  to  4  years 

.(12/1/68) 

15.86 

39.65 

79.30 

158.60 

317.20 

793.00 

1,586.00 

3.86 

4.38 

4  tQ4H  years 

..(6/1/69) 

16.18 

40.45 

80.90 

161. 80 

323.60 

809.00 

1,  618. 00 

3.88 

5.00 

Redemption  values  and  investment  yields  to  second  extended  maturity  on 

,  basis  of  June  1, 1969,  revision 

4H  to  5  years 

.(12/1/69) 

16.51 

41.28 

82.56 

165. 12 

330.24 

825.60 

1, 651. 20 

3.91 

5.08 

5  to  5H  years 

..(6/1/70) 

16.86 

42.16 

84.32 

168.64 

337.28 

843.20 

1, 686. 40 

3.94 

5.16 

5}^  to  6  years 

.(12/1/70) 

17.23 

43.08 

86.16 

172. 32 

344.64 

861.60 

1, 723.  20 

3.98 

5.25 

6  to  63^  years 

..(6/1/71) 

17.  62 

44.06 

88.12 

176. 24 

352. 48 

881.20 

1, 762. 40 

4.03 

5.34 

6H  to  7  years 

.(12/1/71) 

18.04 

45.09 

90.18 

180. 36 

360.72 

901. 80 

1, 803. 60 

4.08 

5.44 

7  to  lyi  years 

..(6/1/72) 

18.47 

46.18 

92.36 

184.72 

369.44 

923.60 

1, 847.  20 

4.13 

5.54 

7J4  to  8  years 

.(12/1/72) 

18.93 

47.33 

94.66 

189. 32 

378.64 

946. 60 

1, 893.  20 

4.19 

5.65 

8  to  8^  years 

..(6/1/73) 

19.41 

48.53 

97.06 

194. 12 

388.24 

970.  60 

1,941.20 

4.24 

5.79 

8}^  to  9  years 

-(12/1/73) 

19.92 

49.80 

99.60 

199.20 

398.40 

996.00 

1, 992.  00 

4.30 

5.98 

9  to  93^  years 

...(6/1/74) 

20.46 

51.14 

102.28 

204.56 

409.12 

1, 022. 80 

2, 045.  60 

4.36 

6.28 

9J4  to  10  years. -- 

.(12/1/74) 

21.02 

52.55 

105. 10 

210.20 

420.40 

1,  051.  00 

2,102.00 

4.42 

7.04 

SECOND  EXTENDED 

MATURITY  VALUE 

(30  years  from  issue 

date) 

—(6/1/75) 

21.76 

54.40 

108.80 

217.60 

435.20 

1,088.00 

2,176.00 

3  4.55 

1  Month,  day,  and  year  on  which  issues  of  June  1, 1945,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
'  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.58  percent. 
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TABLE  13 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1945,  THROUGH  MAY  1.  1946 


Issueprice --.    $7.50    $18.75    $37.50 

Denomination 10.00      25.00      50.00 


$75.00    $150.00 
100.00      200.00 


$375. 00 
500. 00 


$750. 00 
1,000.00 


Approximate  invest- 
ment yield 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


SECOND  EXTENDEfJ  MATURITY  PERIOD 


(2)  On  the 
redemption  (3)  On  cur- 


value  at 
start  of 
the  second 
extended 
maturity 
period  to 
the  begin- 
ning of  each 
half-year 

period 
thereafter 


rent  re- 
demption 
value  from 
beginning 

of  each 
half-year 
period  to 

second 
extended 
maturity  ^ 


First  H  year....'  (12/1/65)  $13.91  $34.77  $69.54  $139.08  $278.16 

Mtolyear (6/1/66)  14.20  35.49  70.98  141.96  283.92 

1  to  1)^  years (12/1/66)  14.49  36.23  72.46  144.92  289.84 

13^  to  2  years (6/1/67)  14.79  36.98  73.96  147.92  295.84 

2  to  2>^  years (12/1/67)  15.10  37.75  75.50  151.00  302.00 

23^  to  3  years (6/1/68)  15.41  38.53  77.06  154.12  308.24 

3  to  33^  years (12/1/68)  15.73  39.33  78.66  157.32  314.64 

3H  to  4  years (6/1/69)  16.06  40.15  80.30  160.60  321.20 


$695.40  $1,390.80 
709.80   1,419.60 


724.60 
739.60 
755.00 
770.60 
786.  60 
803.00 


1,449.20 
1, 479.  20 
1,  510.  00 
1,541.20 
1,573.20 
1,  606.  00 


0.00 
4.14 
4.16 
4.15 
4.15 
4.15 
4.16 
4.15 


4.15 
4.15 
4.15 
4.15 
4.15 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, ; 


4  to  4}^  years (12/1/69) 

4}^  to  5  years (6/1/70) 

5  to  514  years (12/1/70) 

5>^  to  6  years (6/1/71) 

6  to  634  years (12/1/71) 

634  to  7  years (6/1/72) 

7  to  734  years (12/1/72) 

7>4to8years (6/1/73) 

8  to  834  years (12/1/73) 

834  to  9  years (6/1/74) 

9  to  934  years (12/1/74) 

934  to  10  years (6/1/75) 

SECOND  EXTENDED 

MATURITY  VALUE 
(30  years  from  issue 
date) -.(12/1/75) 


16.40 

40.99 

81.98 

163.96 

327. 92 

819. 80 

1,639.60 

4.16 

5.07 

16.75 

41.88 

83.76 

167.  52 

335.04 

837.60 

1,  675.  20 

4.18 

5.14 

17. 12 

42.81 

85.62 

171. 24 

342. 48 

856.  20 

1,712.40 

4.20 

5.20 

17.51 

43.77 

87.54 

175.08 

350.16 

875.40 

1,750.80 

4.23 

5.28 

17.92 

44.80 

89.60 

179.  20 

358.40 

896.00 

1,  792. 00 

4.27 

5.36 

18.35 

45.87 

91.74 

183.48 

366.96 

917. 40 

1,834.80 

4.31 

5.44 

18.79 

46.98 

93.96 

187.92 

375. 84 

939.60 

1, 879.  20 

4.35 

5.54 

19.26 

48.16 

96.32 

192.  64 

385.28 

963.20 

1, 926. 40 

4.39 

5.64 

19.76 

49.40 

98.80 

197.60 

395.  20 

988.00 

1, 976. 00 

4.44 

5.77 

20.27 

50.68 

101. 36 

202. 72 

405. 44 

1,013.60 

2, 027.  20 

4.48 

5.96 

20.81 

52.03 

104.06 

208.12 

416. 24 

1, 040.  60 

2, 081.  20 

4.53 

6.28 

21.38 

53.46 

106. 92 

213. 84 

427.68 

1,069.20 

2, 138.  40 

4.58 

7.07 

22.14 

55.35 

110.70 

221. 40 

442. 80 

1,107.00 

2,214.00 

4.70  ... 

1  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1945,  enter  each  period.  For  subsequent  issue  months  add 
the  appropriate  number  of  months. 
-'  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.64  percent. 
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TABLE  14 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1946 


Issueprice $7.50    $18.75    $37.50 

Denomination 10.00      25.00      50.00 


$75.00    $150.00 
100. 00      200. 00 


$375. 00 
500. 00 


$750. 00 
1,000.00 


Approximate  invest- 
ment yield 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


SECOND  EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption  (3)  On  cur- 


value  at 
start  of 
the  second 
extended 
maturity 
period  to 
the  begin- 
ning of  each 
half-year 

period 
thereafter 


rent  re- 
demption 
value  from 
beginning 
of  each 
half-year 
period  to 
second 
extended 
maturity  - 


First '2  year '  (6/1/66)  $13.97  $34.92  $69.84  $139.08  $279.36  $698.40  $1,396.80 

M  to  1  year (12/1/66)  14.26  35.64  71.28  142.56  285.12  712.80  1,425.60 

ItolJijyears (6/1/67)  14.55  36.38  72.76  145.52  291.04  727.60  1,455.20 

l'^to2years (12/1/67)  14.86  37.14  74.28  148.56  297.12  742.80  1,485.60 

2to2)-^years (6/1/68)  15.16  37.91  75.82  151.64  303.28  758.20  1,516.40 

2J-^to3  years (12/1/68)  15.48  38.70  77.40  154.80  309.60  774.00  1,548.00 

3  to  3>^  years (6/1/69)  15.80  39.50  79.00  158.00  316.00  790.00  1,580.00 


0.00 
4.12 
4.14 
4.15 
4.15 
4.15 
4.15 


4.15 
4.15 
4.15 
4.15 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


3M  to  4  years (12/1/69) 

4  to  4M  years (6/1/70) 

4}^  to  5  years (12/1/70) 

5  to  5>^  years (6/1/71) 

5}4  to  6  years (12/1/71) 

6  to  6H  years (6/1/72) 

6J^  to  7  years (12/1/72) 

7  to  734  years (6/1/73) 

7H  to  8  years (12/1/73) 

8  to  S}4  years (6/1/74) 

8H  to  9  years (12/1/74) 

9  to  9^-2  years (6/1/75) 

9'A  to  10  years (12/1/75) 

SECOND  EXTENDED 
MATURITY  VALUE 
(30  years  from  issue 
date) (6/1/76) 


16.13 

40.33 

80.66 

161.32 

322.  64 

806.  60 

1,  613.  20 

4.16 

5.06 

16.48 

41.20 

82. 40 

164.80 

329.60 

824.  00 

1,  648.  00 

4.18 

5.12 

16.84 

42.11 

84.22 

168.44 

336. 88 

842.  20 

1,  684.  40 

4.20 

5.19 

17.  22 

43.06 

86. 12 

172.  24 

344. 48 

801.  20 

1,  722. 40 

4.23 

5.26 

17.  62 

44.05 

88.10 

176.  20 

352. 40 

881.  00 

1, 762. 00 

4.27 

5.33 

18.04 

45.09 

90.18 

180. 36 

360.  72 

901.  80 

1,803.60 

4.31 

5.40 

18.48 

46.19 

92.38 

184.  76 

369.  52 

923. 80 

1, 847.  60 

4.35 

5.48 

18.93 

47.32 

94.64 

189.  28 

378.  56 

946. 40 

1,892.80 

4.39 

5.58 

19.41 

48.52 

97.04 

194.  08 

388. 16 

970. 40 

1, 940. 80 

4.43 

5.68 

19.90 

49.76 

99.  52 

199.04 

398. 08 

995.  20 

1,990.40 

4.48 

5.82 

20.43 

51.07 

102. 14 

204.28 

408.56 

1,  021.  40 

2, 042. 80 

4.52 

6.01 

20.98 

52.44 

104.88 

209.76 

419.  52 

1, 048. 80 

2, 097.  60 

4.57 

6.33 

21.55 

53.87 

107. 74 

215.  48 

430.  96 

1,  077. 40 

2, 154.  80 

4.62 

7.20 

22.32      55.81    111.62      223.24      446.48    1,116.20      2,232.40 


1  Month,  day,  and  year  on  which  issues  of  June  1,  1946,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.67  percent. 
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TABLE  15 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1946,  THROUGH  MAY  1,  1947 


Issueprice.. -    $7.50    $18.75    $37.50 

Denomination. 10.00      25.00      50.00 


$75.00    $150.00      $375.00        $750.00 
100.00      200.00        500.00      1,000.00 


Approximate  invest- 
ment yield 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


(I)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


SECOND  EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption  (3)  On  cur- 


value  at 
start  of 
the  second 
extended 
maturity 
period  to 
the  begin- 
ning of  each 
half-year 

period 
thereafter 


rent  re- 
demption 
value  from 
beginning 

of  each 
half-year 
period  to 

second 
extended 
maturity  ^ 


First  K  year '(12/1/66)  $14.03    $35.08    $70.16    $140.3 

M  to  1  year (6/1/67)       14.32      35.81      71.62      143.24 

ItoVA  years (12/1/67)      14. 62 

IJ^  to  2  years (6/1/68)       14.92 

2  to  2"-$  years (12/1/68)      15.23 

2'A  to  3  years (6/1/69)      15.  55 


36.55 
37.31 

38.08 
38.87 


73.10 
74.62 
76.16 

77.74 


146.  20 
149.  24 
152.32 
155. 48 


$280. 64 
286. 48 
292. 40 
298. 48 
304.64 
310. 96 


$701.60    $1,403.20 
716  20      1,432.40 


731.  00 
746.  20 
761.60 
777. 40 


1, 462. 00 
1,492.40 
1,523.20 
1,  554.  80 


0.00 
4.16 
4.15 
4.15 
4.15 
4.15 


4.15 
4.15 
4.15 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


3  to 3K  years... 

.(12/1/69) 

15.88 

39.69 

79.38 

158.76 

317.  52 

793. 80 

1, 587. 60 

4.16 

5.06 

3J^  to  4  years . . . 

..(6/1/70) 

16.22 

40.54 

81.08 

162. 16 

324.32 

810. 80 

1,621.60 

4.18 

5.12 

4  to  434  years . . . 

-(12/1/70) 

16.57 

41.43 

82. 86 

165. 72 

331. 44 

828. 60 

1,657.20 

4.20 

5.18 

4Hto5  years -.- 

-(6/1/71) 

16.94 

42.36 

84.72 

169. 44 

338. 88 

847.  20 

1,694.40 

4.23 

5.24 

6  to  5)4  years . . . 

-(12/1/71) 

17.34 

43.34 

86.68 

173. 36 

346. 72 

866. 80 

1,733.60 

4.27 

5.30 

534  to  6  years... 

-(6/1/72) 

17.74 

44.35 

88.70 

177.40 

354.80 

887.00 

1,774.00 

4.31 

5.37 

6  to  634  years... 

.(12/1/72) 

18.16 

45.41 

90.82 

181. 64 

363.  28 

908.  20 

1,816.40 

4.35 

5.45 

63^  to  7  years . . . 

--(6/1/73) 

18.61 

46.53 

93.06 

186. 12 

372.  24 

930. 60 

1,  861.  20 

4.39 

5.52 

7  to  73^  years . . . 

.(12/1/73) 

19.07 

47.68 

95.36 

190. 72 

381. 44 

953. 60 

1,907.20 

4.43 

5.62 

734  to  8  years . . . 

.-(6/1/74) 

19.56 

48.90 

97.80 

195. 60 

391.  20 

978.00 

1,956.00 

4.48 

5.72 

8  to 834  years... 

.(12/1/74) 

20.06 

50.16 

100.32 

200.64 

401.  28 

1,003.20 

2, 006. 40 

4.52 

5.86 

83^  to  9  years . . . 

-(6/1/75) 

20.  59 

51.48 

102.96 

205. 92 

411.84 

1,029.60 

2,059.20 

4.56 

6.06 

9  to  934  years... 

.(12/1/75) 

21.14 

52.86 

105. 72 

211.44 

422. 88 

1, 057.  20 

2,114.40 

4.61 

6.41 

93^  to  10  years . . 

-(6/1/76) 

21.72 

54.31 

108. 62 

217.  24 

434. 48 

1,086.20 

2,172.40 

4.65 

7.33 

SECOND  EX- 

TENDED 

MATURITY 

VALUE  (30 

years  Trom 

issue  date) 

(12/1/76) 

22.52 

56.30 

112.60 

225.20 

450.40 

1,126.00 

2,252.00 

34.79  .- 

1  Month,  day,  and  year  on  which  issues  of  Dec.  1, 1946,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.70  percent. 
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TABLE  16 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1947 


Issueprice $7.50    $18.75 

Denomination - 10.00      25.00 


$37.50 
50.00 


$75.00  $150.00 
100.00   200.00 


$375.00 
500.00 


$750.00 
1.000.00 


Approximate  invest- 
ment yield 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


SECOND  EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption  (3)  On  cur- 


value  at 
start  of 
the  second 
extended 
maturity 
period  to 
the  begin- 
ning of  each 
half-year 

period 
thereafter 


rent  re- 
demption 
value  from 
beginning 

of  each 
half-year 
period  to 

second 
extended 
maturity  2 


First  H  year i  (6/1/67)  $14.09  $35.23  $70.46  $140.92  $281.84  $704.60  $1,409.20 

J^tolyear .(12/1/67)  14.38  35.96  71.92  143.84  287.68  719.20  1,438.40 

1  to  134  years (6/1/68)  14.68  36.71  73.42  146.84  293.68  734.20  1,468.40 

lJ4to2years (12/1/68)  14.99  37.47  74.94  149.88  299.76  749.40  1,498.80 

2to2)4years (6/1/69)  15.30  38.25  76.50  153.00  306.00  765.00  1,530.00 


Percent 
0.00 
4.14 
4.16 
4.15 
4.15 


Percent 
4.15 
4.15 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


2M  to  3  years (12/1/69) 

3  to  aVz  years (6/1/70) 

3Kto4  years (12/1/70) 

4  to  4M  years -(6/1/71) 

4H  to  5  years (12/1/71) 

5  to  514  years (6/1/72) 

5'A  to  6  years (12/1/72) 

6  to  6'A  years (6/1/73) 

6"4  to  7  years (12/1/73) 

7  to  714  years (6/1/74) 

7H  to  8  years (12/1/74) 

8  to  834  years (6/1/75) 

8M  to  9  years (12/1/75) 

9  to  9J4  years (6/1/76) 

9J4  to  10  years (12/1/76) 

SECOND  EXTENDED 

MATURITY  VALUE 

(30  years  from 

issue  date). (6/1/77) 


15.62 

39.05 

78.10 

156.  20 

312. 40 

781.00 

1,  562.  00 

4.16 

5.05 

15.96 

39.89 

79.78 

159.  56 

319. 12 

797. 80 

1,595.60 

4.18 

5.11 

16.30 

40.76 

81.  52 

163.04 

326.08 

815.20 

1,  630. 40 

4.21 

5.17 

16.67 

41.67 

83.34 

166.68 

333. 36 

833.40 

1,666.80 

4.24 

5.22 

17.05 

42.  62 

85.24 

170. 48 

340. 96 

852. 40 

1, 704.  80 

4.28 

5.28 

17.44 

43.61 

87.22 

174. 44 

348.88 

872.  20 

1,744.40 

4.31 

5.35 

17.86 

44.65 

89.30 

178.  60 

357. 20 

893.00 

1, 786.  00 

4.36 

5.41 

18.29 

45.73 

91.46 

182. 92 

365. 84 

914.  60 

1,829.20 

4.40 

5.48 

18.74 

46.86 

93.72 

187. 44 

374.88 

937.  20 

1, 874. 40 

4.44 

5.56 

19.22 

48.04 

96.08 

192. 16 

384.32 

960.80 

1,921.60 

4.48 

5.65 

19.70 

49.26 

98.  52 

197.04 

394.08 

985. 20 

1, 970. 40 

4.52 

5.76 

20.  22 

50.55 

101.10 

202.  20 

404.40 

1,011.00 

2, 022.  00 

4.56 

5.90 

20.75 

51.88 

103.76 

207.  52 

415.04 

1, 037.  60 

2, 075.  20 

4.61 

6.11 

21.32 

53.29 

106.58 

213. 16 

426. 32 

1,  065. 80 

2, 131.  60 

4.65 

6.45 

21.90 

54.75 

109.50 

219.00 

438.00 

1,  095.  00 

2, 190.  00 

4.70 

7.42 

22.71 

56.78 

113.56 

227.12 

454.24 

1,135.60 

2,271.20 

3  4.83  — 

'  Month,  day,  and  year  on  which  issues  of  June  1,  1947,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.73  percent. 
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TABLE  17 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1947,  THROUGH  MAY  1.  1948 


Issue  price $7.50    $18.75    $37.50 

Denomination 10.00      25.00      50.00 


$75.00    $150.00 
100.00      200.00 


$375.00 
500.00 


$750.00 
1,000.00 


Approximate  invest- 
ment yield 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


SECOND  EXTENDED  MATURITY  PERIOD 


Fii-stJ^year "(12/1/67)  $14.16  $35.39  $70.78  $141.56  $283.12  $707.80  $1,415.60 

}^  to  1  year (6/1/68)  14.45  36.12  72.24  144.48  288.96  722.40  1,444.80 

1  to  1J4  years (12/1/68)  14.75  36.87  73.74  147.48  294.96  737.40  1,474.80 

1}^  to  2  years (6/1/69)  15.06  37.64  75.28  150.56  301.12  752.80  1,505.60 


(2)  on  the 

redemption 

(3)  On  cur- 

-   value  at 

rent  re- 

start of 

demption 

the  second 

value  from 

extended 

beginning 

maturity 

of  each 

period  to 

half-year 

the  begin- 

period to 

ning  of  each 

second 

half-year 

extended 

period 

maturity  2 

thereafter 

Percent 

Percent 

0.00 

4.15 

4.13 

4.25 

4.14 

4.26 

4.15 

5.00 

Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


2  to  2H  years (12/1/69) 

2H  to  3  years (6/1/70) 

3  to  3M  years (12/1/70) 

3M  to  4  years (6/1/71) 

4  to  4)^  years (12/1/71) 

4H  to  5  years (6/1/72) 

5  to  514  years (12/1/72) 

6}^  to  6  years (6/1/73) 

6  to  634  years (12/1/73) 

634  to  7  years (6/1/74) 

7  to  7}^  years (12/1/74) 

7K  to  8  years (6/1/75) 

8  to  8H  years (12/1/75) 

834  to  9  years (6/1/76) 

9  to  934  years (12/1/76) 

934  to  10  years (6/1/77) 

SECOND  EXTENDED 

MATURITY  VALUE 
(30  years  from  issue 
date) .(12/1/77) 


15.37 

38.43 

76.86 

153.72 

307. 44 

768.  60 

1,  537.  20 

4.16 

5.05 

15.70 

39.25 

78.50 

157.00 

314.00 

785.00 

1, 570. 00 

4.18 

5.10 

16.04 

40.11 

80.22 

160. 44 

320.88 

802.  20 

1, 604. 40 

4.22 

5.15 

16.40 

41.00 

82.00 

164.00 

328.00 

820.00 

1,640.00 

4.25 

5.21 

16.77 

41.93 

83.86 

167. 72 

335. 44 

838.60 

1,677.20 

4.28 

5.26 

17.16 

42.91 

85.82 

171.64 

343.28 

858.20 

1,716.40 

4.33 

5.32 

17.56 

43.91 

87.82 

175.64 

351.28 

878. 20 

1,756.40 

4.36 

5.38 

17.99 

44.97 

89.94 

179.88 

359.76 

899.40 

1,798.80 

4.40 

5.45 

18.43 

46.07 

92. 14 

184.28 

368.66 

921. 40 

1,842.80 

4.44 

5.52 

18.88 

47.21 

94.42 

188.84 

377. 68 

944.20 

1,888.40 

4.48 

5.60 

19.36 

48.41 

96. 82 

193.64 

387.28 

968. 20 

1, 936. 40 

4.53 

5.68 

19.86 

49.65 

99.30 

198. 60 

397.  20 

993.00 

1, 986. 00 

4.57 

5.79 

20.38 

50.96 

101.92 

203. 84 

407. 68 

1,019.20 

2, 038. 40 

4.61 

5.92 

20.92 

52.31 

104.62 

209.24 

418. 48 

1,046.20 

2, 092. 40 

4.65 

6.13 

21.49 

53.72 

107. 44 

214.88 

429.76 

1,074.40 

2,148.80 

4.69 

6.50 

22.08 

55.20 

110.  40 

220. 80 

441. 60 

1,104.00 

2, 208. 00 

4.73 

7.50 

22.91 

57.27 

114.54 

229.08 

458.16 

1.145.40 

2.290.80 

3 4.87  .... 

'  Month,  day,  and  year  on  which  issues  of  Dec.  1, 1947,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.76  percent. 
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TABLE  18 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1.  1948 


Issue  price _    $7.50    $18.75    $37.50 

Denomination 10.00      25.00      50.00 


$75.00    $150.00      $375.00       $750.00      Approximate  invest- 
100.00     200.00       500.00      1,000.00  ment  yield 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


SECOND  EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption  (3)  On  cur- 


•     value  at 

rent  re- 

start of 

demption 

the  second 

value  from 

extended 

beginning 

maturity 

of  each 

period  to 

half-year 

the  begin- 

period to 

ning  of  each 

second 

half-year 

extended 

period 

maturity  2 

thereafter 

Percent 

Percent 

0.00 

4.25 

4.16 

4.25 

4.15 

5.00 

First  J^  year •  (6/1/68)    $14.22    $35.65    $71.10    $142.20    $284.40 

M  to  1  year (12/1/68)       14.  52      36.  29      72.  58      145. 16      290. 32 

1  to  1"^  years (6/1/69)       14.82      37.04      74.08      148.16      296.32 


$711.00  $1,422.00 
725.80  1,451.60 
740.80   1,481.60 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


VA  to  2  years (12/1/69) 

2  to  2}4  years (6/1/70) 

2H  to  3  years (12/1/70) 

3  to  3J^  years (6/1/71) 

314  to  4  years (12/1/71) 

4  to  iH  years -(6/1/72) 

4'A  to  5  years (12/1/72) 

5  to  514  years -(6/1/73) 

5'A  to  6  years (12/1/73) 

6  to  6>4  years (6/1/74) 

6}^  to  7  years (12/1/74) 

7  to  73-$  years (6/1/75) 

7M  to  8  years (12/1/75) 

8  to  SA  years (6/1/76) 

8A  to  9  years (12/1/76) 

9  to  9A  years (6/1/77) 

9A  to  10  years.... (12/1/77) 

SECOND  EXTENDED 
MATURITY  VALUE 
(30  years  from  issue 
date) (6/1/78) 


15.13 

37.82 

75.64 

151.  28 

302.  56 

756. 40 

1,512.80 

4.17 

5.05 

15.45 

38.62 

77.24 

154.48 

308. 96 

772. 40 

1,544.80 

4.18 

5.10 

15.78 

39.46 

78.92 

157.84 

315.68 

789.  20 

1,  578.  40 

4.22 

5.15 

16.14 

40.34 

80.68 

161.36 

322. 72 

806.80 

1,  613.  60 

4.26 

5.20 

16.50 

41.26 

82.  62 

165.04 

330.08 

825. 20 

1,  650. 40 

4.30 

5.25 

16.88 

42.20 

84.40 

168.80 

337.60 

844.00 

1,688.00 

4.33 

5.30 

17.28 

43.19 

86.38 

172. 76 

345.  52 

863.80 

1, 727.  60 

4.37 

5.36 

17.69 

44.22 

88.44 

176.88 

353.76 

884.40 

1, 768. 80 

4.41 

5.42 

18.12 

45.29 

90.58 

181.16 

362. 32 

905. 80 

1,811.60 

4.45 

5.48 

18.66 

46.41 

92.82 

185.64 

371.  28 

928.20 

1,856.40 

4.49 

5.55 

19.03 

47.57 

95.14 

190.  28 

380.56 

951. 40 

1,902.80 

4.53 

5.63 

19.51 

48.78 

97.56 

195. 12 

390.  24 

975.  60 

1, 951.  20 

4.57 

5.72 

20.02 

50.05 

100.10 

200.20 

400.40 

1,  001.  00 

2, 002. 00 

4.61 

5.82 

20.54 

51.36 

102. 72 

205. 44 

410.88 

1, 027.  20 

2, 054.  40 

4.65 

6.97 

21.09 

52.73 

105.46 

210. 92 

421.84 

1, 054.  60 

2, 109.  20 

4.69 

6.18 

21.67 

54.17 

108.34 

216.68 

433. 36 

1,  083. 40 

2, 166. 80 

4.74 

6.54 

22.26 

55.66 

111.32 

222.64 

445.  28 

1, 113.  20 

2, 226.  40 

4.78 

7.58 

23.11      57.77    115.54      231.08      462.16    1,155.40      2,310.80 


'  Month,  day,  and  year  on  which  issues  of  June  1,  1948,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  second  extended  maturity  value  in  eflect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.79  percent. 
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TABLE  19 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1948,  THROUGH  MAY  1,  1949 


Issue  price $7.50    $18.75    $37.50 

Denomination 10.00      25.00      50.00 


$75.00    $150.00 
100.00      200.00 


$375.00 
500.00 


$750.00 
1,000.00 


Approximate  invest- 
ment yield 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


SECOND  EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption  (3)  On  cur- 


value  at 
start  of 
the  second 
extended 
maturity 
period  to 
the  begin- 
ning of  each 
half-year 

period 
thereafter 


rent  re- 
demption 
value  from 
begirming 

of  each 
half-year 
period  to 

second 
extended 
maturity  ^ 


First  \^  year '  (12/1/68)  $14. 29    $35. 72    $71. 44    $142. 88 

J^tolyear (6/1/69)     14.58      36.46      72.92      145.84 


$285.  76 
291.68 


$714.  40 
729.  20 


$1,428.80 
1, 458. 40 


Percent 
0.00 
4.14 


Percent 
4.25 
5.00 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


1  to  IM  years (12/1/69) 

IH  to  2  years (6/1/70) 

2  to  2J^  years (12/1/70) 

214  to  3  years (6/1/71) 

3  to  3H  years (12/1/71) 

3}^  to  4  years (6/1/72) 

4  to  4'A  years (12/1/72) 

4^  to  5  years (6/1/73) 

5  to  5)^  years (12/1/73) 

514  to  6  years (6/1/74) 

6  to  6}^  years (12/1/74) 

6'A  to  7  years (6/1/75) 

7  to  7J^  years (12/1/75) 

7H  to  8  years (6/1/76) 

8  to  8H  years (12/1/76) 

8K  to  9  years (6/1/77) 

9  to  9M  years (12/1/77) 

9H  to  10  years (6/1/78) 

SECOND     EXTENDED 

MATURITY  VALUE 
(30  years  from  issue 
date) _- (12/1/78) 


14.  89 

37.23 

74.46 

148. 92 

297.  84 

744.60 

1,489.20 

15.21 

38.  02 

76.04 

152.  08 

304. 16 

760.40 

1,  520.  80 

15.54 

38.85 

77.70 

155.40 

310.  80 

777.00 

1,554.00 

15.88 

39.70 

79.40 

158.80 

317.60 

794.00 

1,  588. 00 

16.24 

40.59 

81.18 

162. 36 

324.  72 

811.80 

1,  623.  60 

16.61 

41.53 

83.06 

166.  12 

332. 24 

830.60 

1,661.20 

17.00 

42.50 

85.00 

170.00 

340.00 

850.00 

1,  700.  00 

17.40 

43.50 

87.00 

174.00 

348. 00 

870. 00 

1,  740. 00 

17.  82 

44.55 

89. 10 

178.20 

356.40 

891.00 

1,782.00 

18.26 

45.64 

91.  28 

182.  56 

365.  12 

912.  80 

1,825.60 

18.71 

46.77 

93.54 

187.  08 

374. 16 

935.  40 

1, 870.  80 

19.18 

47.  96 

95.  92 

191.84 

383.68 

959.20 

1,918.40 

19.  68 

49.19 

98.  38 

196.  76 

393.  52 

983.80 

1,967.60 

20.19 

50.47 

100.94 

201.88 

403.  76 

1,009.40 

2, 018. 80 

20.72 

51.81 

103.  62 

207.  24 

414.  48 

1,036.20 

2, 072.  40 

21.28 

53.20 

106.  40 

212.  80 

425.60 

1,064.00 

2, 128. 00 

21.86 

54.65 

109.30 

218.60 

437. 20 

1,093.00 

2, 186. 00 

22.  46 

56.15 

112.30 

224.60 

449.  20 

1,123.00 

2, 246. 00 

23.32 

58.29 

116.58 

233.16 

466.32 

1,165.80 

2,331.60 

4.18 

5.04 

4.20 

5.09 

4.24 

5.14 

4.27 

5.19 

4.31 

5.24 

4.35 

5.28 

4.39 

5.34 

4.43 

5.39 

4.47 

5.45 

4.51 

5.51 

4.54 

5.58 

4.58 

5.65 

4.62 

5.74 

4.66 

.5.85 

4.70 

5.98 

4.74 

6.19 

4.78 

6.55 

4.82 

7.62 

4.96  .... 

>  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1948,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
2  Based  on  second  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
2  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.82  percent. 
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TABLE  20 
BONDS  BEARING  ISSUE  DATES  rROM  JUNE  1  THROUGH  NOVEMBER  1.  1949 


Issueprice J7.50    $18.75    $37.60 

Denomination 10.00      25.00      50.00 


$75.00    $150.00 
100. 00      200. 00 


$375. 00 
500.00 


$750. 00  Approximate  investment 
1,000.00  yield 


Period  after  original 

maturity   (beginning   10 

years  after  Issue  date) 


(1)  Redemption  values  during  eacJi  half-year  period 
(values  increase  on  first  day  of  period  shown) 


FIRST  EXTENDED  MATURITY  PERIOD 


(2)  On  the  re-  (3)  On  cur- 

demption       rent  re- 
.    value  at      demption 

start  of  each  value  from 
extended  beginning 
maturity        of  each 

period  to  the  half-year 
beginning     period  (a) 

of  each  half-      to  first 

year  perioo  extended 
thereafter     maturity  ^ 


Firsts  year....  1  (6/1/59) 
14  tol  year (12/1/59) 

1  to  1!^  years (6/1/60) 

VA  to  2  years (12/1/60) 

2  to  2H  years (6/1/61) 

2M  to  3  years (12/1/61) 

3  to  3^  years (6/1/62) 

3H  to  4  years (12/1/62) 

4  to  4}.^  years (6/1/63) 

4H  to  5  years (12/1/63) 

5  to  b'A  years (6/1/64) 

5'-^  to  6  years (12/1/64) 

6  to  6H  years (6/1/65) 

6M  to  7  years (12/1/65) 

7  to  7^  years (6/1/66) 

TA  to  8  years (12/1/66) 

8  to  8H  years .(6/1/67) 

syi  to  9  years (12/1/67) 

9  to  9H  years (6/1/68) 

9J^  to  10  years- -.(12/1/68) 

EXTENDED  MATU- 
RITY VALUE  (20  years 
from  issue  date).(6/l/69) 


Percent 

Percent 

$10.00 

$25.00 

$50.00 

$100.00 

$200.00 

$500.00 

$1,  000.  00 

0.00 

3.75 

10.18 

25.44 

50.88 

101.  76 

203.52 

508.80 

1, 017.  60 

3.52 

3.76 

10.36 

25.89 

51.78 

103.56 

207. 12 

517.  80 

1, 035.  60 

3.53 

3.77 

10.54 

26.35 

52.70 

105. 40 

210.  80 

527.00 

1,054.00 

3.54 

3.79 

10.73 

26.83 

53.66 

107. 32 

214.64 

536.60 

1,  073.  20 

3.56 

3.80 

10.92 

27.31 

54.62 

109.24 

218. 48 

546.20 

1, 092.  40 

3.57 

3.81 

11.12 

27.81 

55.62 

111.24 

222.48 

556.20 

1, 112.  40 

3.58 

3.82 

11.33 

28.32 

56.64 

113.28 

226.56 

566.40 

1,132.80 

3.59 

3.83 

11.54 

28.84 

57.68 

115.36 

230.72 

576.80 

1,153.60 

3.60 

3.85 

11.75 

29.38 

58.76 

117.52 

235.04 

587.60 

1, 175.  20 

3.62 

3.86 

11.97 

29.93 

59.86 

119.  72 

239.44 

598.  m 

1, 197.  20 

3.63 

3.87 

12.20 

30.49 

60.98 

121.96 

243. 92 

609.80 

1,  219.  60 

3.64 

3.88 

12.43 

31.07 

62.14 

124.  28 

248.  56 

621.  40 

1, 242. 80 

3.66 

3.89 

12.66 

31.66 

63.32 

126.64 

253.28 

633.20 

1,266.40 

3.67 

4.31 

12.91 

32.27 

64.54 

129.08 

258. 16 

645.40 

1.290.80 

3.68 

4.39 

13.17 

32.93 

65.86 

131.72 

263.44 

658.  60 

1,317.20 

3.71 

4.45 

13. 45 

33.62 

67.24 

134.48 

268.96 

672.  40 

1.344.80 

3.74 

4.51 

13.74 

34.34 

68.68 

137. 36 

274.72 

686.80 

1, 373.  60 

3.77 

4.59 

14.04 

35.10 

70.20 

140. 40 

280.80 

702.00 

1, 404.  00 

3.81 

4.79 

14.36 

35.91 

71.82 

143.64 

287.28 

718.  20 

1, 436.  40 

3.85 

4.96 

14.72      36.80      73.60      147.20      294.40        736.00      1,472.00 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


SECOND  EXTENDED  MATURITY  PERIOD 


(b)  to 

second 

extended 

maturity  2 


Firsts  year (6/1/69)      14.72     36.80     73.60     147.20     294.40       736.00     1,472.00  0.00 

Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


J^  to  1  year (12/1/69) 

1  to  lyi  years (6/1/70) 

IM  to  2  years (12/1/70) 

2  to  2>^  years (6/1/71) 

2J^  to  3  years (12/1/71) 

3  to  31^  years (6/1/72) 

3K  to  4  years (12/1/72) 

4  to  iA  years (6/1/73) 

iA  to  5  years (12/1/73) 

5  to  5A  years (6/1/74) 

5A  to  6  years (12/1/74) 

6  to  6A  years (6/1/75) 

6J4to7years (12/1/75) 

7  to  7H  years (6/1/76) 

7  J^  to  8  years (12/1/76) 

8  to  SA  years (6/1/77) 

8J4  to  9  years (12/1/77) 

9  to  9H  years (6/1/78) 

9>^  to  10  years-. .(12/1/78) 

SECOND  EXTENDED 
MATURITY  VALUE 
(30  years  from  issue 
date) -(6/1/79) 


15.09 

37.72 

75.44 

150.88 

301.  76 

754.40 

1,  608. 80 

5.00 

5.00 

15.46 

38.66 

77.32 

154.64 

309.28 

773.  20 

1,546.40 

4.99 

5.00 

15.85 

39.63 

79.26 

158.52 

317.04 

792.60 

1,  585.  20 

5.00 

5.00 

16.25 

40.62 

81.24 

162. 48 

324.96 

812.  40 

1.  624.  80 

5.00 

5.00 

16.66 

41.64 

83.28 

166.  56 

333. 12 

832.80 

1, 665.  60 

5.00 

5.00 

17.07 

42.68 

85.36 

170.  72 

341. 44 

853.60 

1, 707.  20 

5.00 

5.00 

17.50 

43.74 

87.48 

174. 96 

349. 92 

874. 80 

1,  749.  60 

5.00 

5.00 

17.94 

44.84 

89.68 

179.  36 

358.72 

896.  80 

1,  793.  60 

5.00 

5.00 

18.38 

45.96 

91. 92 

183.84 

367.68 

919.20 

1, 838. 40 

5.00 

5.00 

18.84 

47.11 

94.22 

188.44 

376.88 

942.  20 

1, 884. 40 

5.00 

5.00 

19.31 

48.28 

96.56 

193. 12 

386.24 

965.60 

1, 931.  20 

5.00 

5.00 

19.80 

49.49 

98.98 

197. 96 

395. 92 

989.  80 

1, 979.  60 

5.00 

5.00 

20.29 

50.73 

101.46 

202. 92 

405.  84 

1, 014.  60 

2,  029.  20 

5.00 

5.00 

20.80 

52.00 

104.00 

208.00 

416.00 

1, 040.  00 

2, 080.  00 

5.00 

5.00 

21.32 

53.30 

106.60 

213.20 

426.  40 

1,066.00 

2, 132.  00 

5.00 

5.00 

21.85 

54.63 

109.26 

218.  52 

437.04 

1,  092.  60 

2, 185.  20 

5.00 

5.00 

22. 40 

55.99 

111.98 

223.96 

447.  92 

1,119.80 

2,  239.  60 

5.00 

5.01 

22.96 

57.39 

114.78 

229.56 

459. 12 

1,147.80 

2, 295.  60 

5.00 

5.01 

23.53 

58.83 

117.66 

235.32 

470.64 

1, 176.  60 

2, 353. 20 

5.00 

5.00 

24.12 

60.30 

120.60 

241.20 

482.40 

1.206.00 

2.412.00 

35.00  — . 

'  Month,  day,  and  year  on  which  issues  of  June  1,  1949,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  first  extended  maturity  value  (or  second  extended  maturity  value)  in  effect  on  the  beginning  date  of 
the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  first  extended  maturity  date  is  3.40  percent;  to  second  extended 
maturity  date  is  3.93  percent. 
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TABLE  21 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1949.  THROUGH  MAY  1,  1950 


Issueprice $7.50    $18.75    $37.50 

Denomination 10.00      25.00      50.00 


$75.00    $150.00 
100.  00      200.  00 


$375. 00 
500.00 


$750. 00  Approximate  investment 
1,000. 00  yield 


Period  after  original 

maturity   (beginning  10 

years  after  issue  date) 


(1)  Redemption  values  during  each  half-year  period 

(2)  On  the  re- 

(3) On  cur- 

(values 

increase  on  first  day  of  period  shown) 

demption 

rent  re- 

value at 
start  of  each 

demption 

value  from 

extended 

beginning 

maturity 

of  each 

FIRST  EXTENDED  MATURITY  PERIOD 

period  to  the 

half-year 

beginning 

period  (a) 

of  each  half- 

to  first 

year  period 

extended 

thereafter 

maturity  2 

Percent 

Percent 

$10. 03 

$25. 08 

$50.16 

$100. 32 

$200.64 

$501.60 

$1,003.20 

0.00 

3.75 

10.21 

25.52 

51.04 

102. 08 

204. 16 

510.  40 

1, 020.  80 

3.51 

3.76 

10.39 

25.97 

51.94 

103.88 

207.  76 

519.  40 

1,038.80 

3.52 

3.77 

10.58 

26.44 

52.88 

105. 76 

211.  52 

528.80 

1, 057.  60 

3.55 

3.78 

10.76 

26.91 

53.  82 

107.64 

215.  28 

538.20 

1,076.40 

3.55 

3.80 

10.96 

27.40 

54.80 

109.60 

219.  20 

548.00 

1,096.00 

3.57 

3.81 

11.16 

27.90 

55.80 

111.60 

223.  20 

558. 00 

1,116.00 

3.58 

3.82 

11.36 

28.41 

56.82 

113.64 

227. 28 

568.20 

1, 136.  40 

3.59 

3.83 

11.57 

28.93 

57.86 

115.72 

231.  44 

578.60 

1, 157.  20 

3.60 

3.85 

11.79 

29.  47 

58.94 

117.  88 

235.  76 

589.  40 

1, 178.  80 

3.62 

3.86 

12.01 

30.02 

60.04 

120. 08 

240. 16 

600.40 

1,200.80 

3.63 

3.87 

12.24 

30.59 

61.18 

122.  36 

244.  72 

611.  80 

1, 223.  60 

3.64 

3.88 

12.46 

31.16 

62. 32 

124.64 

249. 28 

623.  20 

1, 246.  40 

3.65 

4.30 

12.71 

31.77 

63.54 

127. 08 

254.16 

635.40 

1,270.80 

3.67 

4.35 

12.96 

32.40 

64.80 

129.60 

259.  20 

648.  00 

1, 296. 00 

3.69 

4.42 

13.22 

33.06 

66. 12 

132.  24 

264.48 

661.  20 

1,322.40 

3.72 

4.49 

13.50 

33.76 

67.  52 

135.  04 

270. 08 

675.  20 

1,350.40 

3.75 

4.55 

13.80 

34.50 

69.00 

138.00 

276.00 

690.00 

1,380.00 

3.79 

4.72 

14.11 

35.27 

70.54 

141. 08 

282. 16 

705. 40 

1,410.80 

3.82 

4.85 

14.44 

36.10 

72.20 

144.  40 

288.  80 

722.00 

1, 444. 00 

3.87 

4.99 

First  iA  year..._i  (12/1/59) 

H  to  1  year (6/1/60) 

Ito  1}^  years (12/1/60) 

1}^  to  2  years (6/1/61) 

2  to  2H  years (12/1/61) 

2J4  to  3  years (6/1/62) 

3  to  314  years (12/1/62) 

3M  to  4  years (6/1/63) 

4  to  4H  years (12/1/63) 

4H  to  5  years (6/1/64) 

5  to  514  years (12/1/64) 

5H  to  6  years (6/1/65) 

6to6J4years.    ..(12/1/65) 
6H  to  7  years (6/1/66) 

7  to  7M  years (12/1/66) 

7M  to  8  years (6/1/67) 

8  to  8M  years (12/1/67) 

814  to  9  years (6/1/68) 

9  to  93^  years (12/1/68) 

9H  to  10  years (6/1/69) 

EXTENDED 

MATURITY  VALUE 
(20  years  from  issue 
date) (12/1/69) 


14.80      37.00      74.00      148.00      296.00        740.00      1,480.00 


Period  after  first  extended 

maturity  (beginning 
20  years  after  issue  date) 


SECOND  EXTENDED  MATURITY  PERIOD 


(b)  to 

second 

extended 

maturity  ^ 


First  J^  year (12/1/69)      14.80     37.00      74.00      148.00     296.00       740.00      1,480.00 


5.00 


Redemption  values  and  investment  yields  to  second  extended  maturity  on  basis  of  June  1, 1969,  revision 


H  to  1  year (6/1/70) 

1  to  VA  years (12/1/70) 

IK  to  2  years (6/1/71) 

2  to  2H  years (12/1/71) 

214  to  3  years (6/1/72) 

3  to  3'A  years (12/1/72) 

3}^  to  4  years (6/1/73) 

4to4J4years (12/1/73) 

4>4to5years (6/1/74) 

5  to  5 J^  years (12/1/74) 

5}4to6years (6/1/75) 

6  to  6A  years (12/1/75) 

6J4to7years (6/1/76) 

7  to  7 A  years (12/1/76) 

7H  to  8  years (6/1/77) 

8  to  SA  years (12/1/77) 

8}4to9years (6/1/78) 

9  to  9M  years (12/1/78) 

9K  to  10  years (6/1/79) 

SECOND  EXTENDED 

MATURITY  VALUE 
(30  years  from  issue 
date) (12/1/79) 


15.17 

37.92 

75.84 

151.  68 

303. 36 

758.40 

1,  516.  80 

4.97 

5.00 

15.55 

38.87 

77.74 

155.  48 

310.  96 

777.  40 

1,  554.  80 

4.99 

5.00 

15.94 

39.84 

79.68 

159.  36 

318.  72 

796.  80 

1,  593.  60 

4.99 

5.00 

16.34 

40.84 

81.68 

163.36 

326.  72 

816.  80 

1, 633.  60 

5.00 

5.00 

16.74 

41.86 

83.72 

167.  44 

334.88 

837.  20 

1, 674.  40 

5.00 

5.00 

17.16 

42.91 

85.  82 

171.64 

343.  28 

858.  20 

1,  716.  40 

5.00 

5.00 

17.59 

43.  98 

87.96 

175.  92 

351.  84 

879.60 

1,  759.  20 

5.00 

5.00 

18.03 

45.08 

90.16 

180.  32 

360.64 

901.  60 

1,  803.  20 

5.00 

5.00 

18.48 

46.21 

92.  42 

184.  84 

369.  68 

924.  20 

1, 848.  40 

5.00 

5.00 

18.94 

47.36 

94.72 

189.  44 

378.88 

947.  20 

1,894.40 

5.00 

5.00 

19.42 

48.55 

97.10 

194.  20 

388.40 

971.00 

1, 942. 00 

5.00 

5.00 

19.90 

49.76 

99.52 

199.  04 

398.  08 

995.  20 

1, 990.  40 

5.00 

5.00 

20. 40 

51.00 

102. 00 

204.00 

408.00 

1, 020. 00 

2, 040. 00 

5.00 

5.00 

20.91 

52.  28 

104.56 

209. 12 

418.  24 

1,045.60 

2, 091.  20 

.5.00 

5.00 

21.  44 

53.59 

107. 18 

214.36 

428.  72 

1, 071.  80 

2, 143.  60 

5.00 

5.00 

21.97 

54.93 

109.  86 

219.  72 

439.  44 

1,098.60 

2, 197.  20 

5.00 

5.00 

22.  52 

56.30 

112.60 

225.  20 

450.40 

1,126.00 

2, 252. 00 

5.00 

5.00 

23.08 

57.71 

115.42 

230.  84 

461.68 

1, 154.  20 

2, 308. 40 

6.00 

5.00 

23.66 

59.15 

118.  30 

236.60 

473.  20 

1,183.00 

2, 366.  00 

5.00 

5.00 

24.25 

60.63 

121.26 

242.52 

485.04 

1.212.60 

2.425.20 

'5.00  .... 

1  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1949,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  first  extended  maturity  value  (or  second  extended  maturity  value)  in  effect  on  the  beginning  date  of 
the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  first  extended  maturity  date  is  3.43  percent;  to  second  extended  ma- 
turity date  is  3.95  percent. 


EXHIBITS 
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TABLE  22 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1950 


Issueprice $18.75 

Denomination 25.00 


$37.  50 
50.00 


$75.  00 
100.  00 


$150.03 
200.  00 


$375.  00 
500.  00 


$750.  00 
1,000.00 


Appro-ximate  investment 
yield 


Period  after  original 

maturity   (beginning  10 

years  after  issue  date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


FIRST  EXTENDED  MATURITY  PERIOD 


(2)  On  the  re-  (3)0ncur- 
deniption  rent  re- 
value at  demption 
start  of  each  value  from 
_    e,\tended  beginning 
maturity        of  each 
period  to  the  half-year 
beginning  period  (a) 
of  each  half-      to  first 
year  period  extended 
thereafter  maturity  - 


Firsts  year '(6/1/60) 

J^to  1  year (12/1/60) 

1  to  134  years (6/1/61) 

134  to  2  years (12/1/61) 

2  to  2M  years (6/1/62) 

2}^  to  3  years (12/1/62) 

3  to  3K  years (6/1/63) 

334  to  4  years (12/1/63) 

4  to  434  years (6/1/64) 

434  to  5  years (12/1/64) 

5  to  534  years (6/1/65) 

534  to  6  years (12/1/65) 

6  to  634  years (6/1/66) 

63^  to  7  years (12/1/66) 

7  to  734  years (6/1/67) 

7H  to  8  years (12/1/67) 

8  to  834  years (6/1/68) 

834  to  9  years (12/1/68) 

9  to  934  years (6/1/69) 


Percent 

Percent 

$25. 15 

$50.  30 

$100.  60 

$201.  20 

$503.  00 

$1,006.00 

0.00 

3.75 

25.59 

51.18 

102.  36 

204.  72 

511.80 

1,023.60 

3.50 

3.76 

26.05 

52.10 

104.  20 

208.  40 

521. 00 

1,042.00 

3.55 

3.77 

26.51 

53.02 

106.  04 

212.  08 

530.  20 

1, 060.  40 

3.54 

3.79 

26.99 

53.98 

107.  96 

215.  92 

539.  80 

1,079.60 

3.56 

3.80 

27.48 

54.96 

109.  92 

219.  84 

549.  60 

1,099.20 

3.58 

3.81 

27.  98 

55.  96 

111.92 

223.84 

559.60 

1,119.20 

3.69 

3.82 

28.  49 

56.98 

113.96 

227.  92 

569.  80 

1, 139.  60 

3.59 

3.84 

29.01 

58.02 

116.04 

232.  08 

580.  20 

1, 160.  40 

3.60 

3.85 

29.55 

59.10 

118.20 

236.  40 

591.00 

1,182.00 

3.62 

3.86 

30.10 

60.20 

120.  40 

240.  80 

602.00 

1, 204.  00 

3.63 

3.88 

30.67 

61.34 

122.  68 

245.  36 

613.  40 

1,226.80 

3.64 

4.29 

31.26 

62.  52 

125.  04 

250.  08 

625.  20 

1,250.40 

3.66 

4.34 

31.88 

63.76 

127.  52 

255.  04 

637.60 

1,275.20 

3.68 

4.40 

32.53 

65.06 

130. 12 

260.24 

650.  60 

1,301.20 

3.71 

4.45 

33.20 

66.40 

132.  80 

265.  60 

664.00 

1,328.00 

3.74 

4.51 

33.92 

67.84 

135.  68 

271.  36 

678.  40 

1,356.80 

3.77 

4.67 

34.67 

69.34 

138.  68 

277. 36 

693.  40 

1,386.80 

3.81 

4.75 

35.44 

70.88 

141.76 

283.  52 

708.  80 

1,417.60 

3.85 

4.99 

Redemption  values  and  investment  yields  to  first  and  second  extended  maturity  on  basis  of  June  1,  1969,  revision 


3^  to  10  years,. _ (12/1/69) 
EXTENDED 

MATURITY 

VALUE  (20 

years  from 

issue  date) (6/1/70) 


.  54       145. 08      290. 16 


37.23      74. 4G      148.92      297.84 


725.40      1,450.80 


744.60      1,489.20 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


SECOND  EXTENDED  MATURITY  PERIOD 


First  3^  year (6/1/70) 

3-$tol  year (12/1/70) 

1  to  13^  years (6/1/71) 

13^  to  2  years (12/1/71) 

2  to  234  years (6/1/72) 

234  to  3  years (12/1/72) 

3  to  334  years (6/1/73) 

334  to  4  years (12/1/73) 

4  to  434  years (6/1/74) 

434  to  5  years (12/1/74) 

5  to  534  years (6/1/75) 

534  to  6  years (12/1/75) 

6  to  634  years (6/1/76) 

634  to  7  years (12/1/76) 

7  to  734  years (6/1/77) 

734  to  8  years (12/1/77) 

8  to  834  years (6/1/78) 

834  to  9  years (12/1/78) 

9  to  934  years (6/1/79) 

934  to  10  years (12/1/79) 

SECOND  EXTENDED 

MATURITY  VALUE 
(30  years  Trom  issue 
date) (6/1/80) 


37.23 
38.16 
39. 11 
40.09 
41.09 
42.12 
43.17 
44.25 
45.36 
46.50 
47.66 
48.85 
50.07 
51.  32 
52.61 
53.  92 
55.27 
56.65 
58.07 
59.52 


74.46 
76.32 
78.  22 
80.18 
82.18 
84.24 
86.34 
88.50 
90.  72 
93.  00 
95.32 
97.70 
100.  14 
102.  64 
105.  22 
107.  84 
110.54 
113.30 
116.  14 
119.04 


148.  92 
152.  64 
156.  44 
160.36 
164.  36 
168.  48 
172.  68 
177.  00 
181.44 
186. 00 
190.  64 
195.  40 
200.  28 
205.  28 
210.  44 
215.  68 
221.  08 
220.  60 
232.  28 
238.  08 


297.  84 
305. 28 
312.  88 
320.  72 
328.  72 
336.  96 
345. 36 
354.  00 
362.  88 
372.  00 
381.  28 
390.  80 
400.  56 
410.  56 
420.  88 
431.30 
442.  16 
453.  20 
464.  56 
476.  16 


744.  60 

763.  20 

782. 20 

801.  80 

821.  80 

842.  40 

863.  40 

885.  00 

907.  20 

930.  00 

953. 20 

977.  00 

1,001.40 

1,026.40 

1,052.20 

1,078.40 

1, 105.  40 

1, 133.  00 

1,161.40 

1, 190.  40 


1,489.20 
1,  526.  40 
1,  564. 40 
1, 603.  60 
1,  643.  60 
1,  684.  80 
1,  726.  80 
1,  770.  00 
1,  814.  40 

1,  860.  00 
1,906.40 
1, 954.  00 

2,  002.  80 
2, 052.  80 
2, 104.  40 
2, 156.  80 
2,  210.  80 
2, 266.  00 
2, 322.  80 
2, 380.  80 


(b)  to  second 

extended 

maturity  ' 

0.00 

.5.00 

5.00 

5.00 

4.  99 

5.00 

,5.00 

5.00 

4.  99 

5.00 

,5.00 

5.00 

5.00 

5.00 

.5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.  00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.  00 

5.00 

5.00 

5.00 

5.00 

5.01 

61.01     122.02      244.04 


1,220.20      2,440.40 


'  Month,  day,  and  year  on  which  issues  of  June  1,  1950,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  first  extended  maturity  value  (or  second  extended  maturity  value)  in  effect  on  the  beginning  date  of 
the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  first  extended  maturity  date  is  3.46  percent;  to  second  extended  maturity 
pate  is  3.97  percent. 


397-702  a— 71- 
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TABLE  23 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1950.  THROUGH  MAY  1.  1951 


Issueprice $18.75    $37.50 

Denomination 25. 00      50.  00 


$75.00    $150.00 
100. 00      200. 00 


$375. 00 
500. 00 


$750. 00 
1,000.00 


Approximate  investment 
yield 


Period  after  original 

maturity   (beginning   10 

years  after  issue  date) 


(1)  Redempt 

ion  values  during  each  half-year  period 

(2)  On  the  re- 

(3) On  cur- 

(values increase  on  first  day  of  period  shown) 

demption 

rent  re- 

value at 
start  of  each 

demption 

value  from 

extended 

beginning 

maturity 

of  each 

FIRST  EXTENDED  MATURITY  PERIOD 

period  to  the 

half-year 

beginning 

period  (a) 

of  each  half- 

to  first 

year  period 

extended 

thereafter 

maturity  2 

Percent 

Percent 

$25.  22 

$50.  44 

$100.88 

$201.76 

$504.  40 

$1, 008. 80 

0.00 

3.75 

25.66 

51.32 

102.64 

205.  28 

513.  20 

1,026.40 

3.49 

3.76 

26.12 

52.  24 

104.48 

208. 96 

522.  40 

1, 044. 80 

3.54 

3.77 

26.58 

53.16 

106. 32 

212.64 

531.60 

1,063.20 

3.53 

3.79 

27.06 

54.12 

108.  24 

216.48 

.541.  20 

1,  082.  40 

3.55 

3.80 

27.55 

55.10 

110.20 

220.  40 

551.00 

1, 102.  00 

3.57 

3.81 

28.05 

56.10 

112.20 

224. 40 

561.00 

1,122.00 

3.58 

3.83 

28.57 

57.14 

114.28 

228.56 

571. 40 

1, 142. 80 

3.60 

3.83 

29.09 

58.18 

116.36 

232. 72 

581.80 

1,163.60 

3.60 

3.85 

29.63 

59.26 

118.52 

237.04 

592.  60 

1, 185.  20 

3.61 

3.86 

30.19 

60.38 

120.  76 

241.  52 

603.80 

1,  207.  60 

3.63 

4.27 

30.77 

61.54 

123.  08 

246. 16 

615.40 

1,230.80 

3.65 

4.32 

31.37 

62.  74 

125.  48 

250. 96 

627.  40 

1,254.80 

3.67 

4.38 

32.00 

64.00 

128.00 

256.00 

640.00 

1,  280.  00 

3.70 

4.43 

32.  65 

65.30 

130.  60 

261.  20 

653.00 

1,306.00 

3.72 

4.49 

33.35 

66.70 

133. 40 

266.  80 

667.  00 

1,334.00 

3.76 

4.64 

34.06 

68.12 

136.  24 

272.48 

681.  20 

1, 362. 40 

3.79 

4.73 

34.  82 

69.64 

139.  28 

278.  56 

696. 40 

1,392.80 

3.83 

5.00 

First  Hycar--.'  (12/1/60) 
K  to  1  year ..(6/1/61) 

1  to  IJ^  years (12/1/61) 

IH  to  2  years (6/1/62) 

2  to  2K  years (12/1/62) 

21^  to  3  years (6/1/63) 

3  to  3H  years (12/1/63) 

3H  to  4  years (6/1/64) 

4  to  4H  years (12/1/64) 

iVi  to  5  years (6/1/65) 

5  to  5J^  years (12/1/65) 

5H  to  6  years (6/1/66) 

6  to  6)^  years (12/1/66) 

6H  to  7  years (6/1/67) 

7  to  7H  years (12/1/67) 

7}^  to  8  years (6/1/68) 

8  to  8)^  years (12/1/68) 

8}^  to  9  years (6/1/69) 


Redemption  values  and  investment  yields  to  first  and  second  extended  maturity  on  basis  of  June  1,  1969,  revision 


9  to  9H  years (12/1/69) 

9M  to  10  years (6/1/70) 

EXTENDED  MATU- 
RITY VALUE  (20 
years  from  issue  date) 

(12/1/70) 


35.  62 
36.47 


71.24 
72.94 


142. 48 
145.88 


284.96 
291.76 


712.40 
729.40 


1,424.80 
1,458.80 


37.50      75.00      150.00      300.00         750.00      1.500.00 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


SECOND  EXTENDED  MATURITY  PERIOD 


First  J^year... 

.(12/1/70) 

37.50 

75.00 

150.00 

300.00 

750.00 

1,500.00 

J^to  1  year 

..(6/1/71) 

38.43 

76.86 

153.72 

307. 44 

768.60 

1,537.20 

1  to  VA  years... 

.(12/1/71) 

39.40 

78.80 

157.60 

315.  20 

788.00 

1,  576.  00 

iHto  2  years. -. 

..(6/1/72) 

40.38 

80.76 

161.52 

323.04 

807.60 

1,  615.  20 

2  to  2M  years... 

-(12/1/72) 

41.39 

82.78 

165.  56 

331. 12 

827. 80 

1,  655.  60 

2K  to  3  years... 

..(6/1/73) 

42.43 

84.86 

169.  72 

339. 44 

848.  60 

1,  697.  20 

3  to  3H  years.. 

-(12/1/73) 

43.49 

86.98 

173.  96 

347. 92 

869.  80 

1,739.60 

3H  to  4  years.. 

-(6/1/74) 

44.58 

89.16 

178. 32 

356.64 

891.  60 

1,  783.  20 

4  to  4J^  years- - 

.(12/1/74) 

45.69 

91.38 

182. 76 

365.  52 

913. 80 

1,827.60 

4Mto  5  years.. 

-.(6/1/7,5) 

46.83 

93.66 

187. 32 

374.64 

936.  60 

1,873.20 

5  to  b\i  years. . 

-(12/1/75) 

48.00 

96.00 

192.00 

384.00 

960.00 

1,920.00 

..(6/1/76) 

49.20 

98.40 

196.  80 

393.  60 

984.00 

1,968.00 

6to6Hyears-_ 

-(12/1/76) 

50. 43 

100.86 

201. 72 

403. 44       1 

008.60 

2,  017.  20 

6J^  to  7  years... 

-(6/1/77) 

51.69 

103.38 

206.  76 

413. 52      1 

033.80 

2,  067.  60 

7  to  73^  years  - - 

.(12/1/77) 

52.  99 

105.98 

211.  96 

423. 92      1 

059.  80 

2,119.60 

7  J^  to  8  years  -  _ 

..(6/1/78) 

54.31 

108.  62 

217.  24 

434. 48       1 

086.  20 

2,172.40 

8  to  834  years... 

-(12/1/78) 

55.  67 

111.34 

222.  68 

445. 36      1 

113.40 

2,  226. 80 

8H  to  9  years... 

.-(6/1/79) 

57.06 

114.12 

228.  24 

456. 48       1 

141.  20 

2,  282. 40 

9  to9Hyears--. 

.(12/1/79) 

58.49 

116.98 

233. 96 

467. 92      1 

169.  80 

2,  339.  60 

9>i  to  10  years.. 

..(6/1/80) 

59.95 

119.90 

239. 80 

479. 60      1 

199.00 

2,  398.  00 

SECOND  EXTENDED 

MATURITY 

VALUE 

(30  years  from 

issue 

date) 

.(12/1/80) 

61.45 

122.90 

245.80 

491.60      1 

,229.00 

2,458.00 

3.87 
3.92 


5.21 
5.65 


(b)  to  second 

extended 

maturity  - 

0.00 

5.00 

4.96 

5.00 

5.00 

5.00 

4.99 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

1  Month,  day,  and  year  on  which  issues  of  Dee.  1,  1950,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  first  extended  maturity  value  (or  second  extended  maturity  value)  in  effect  on  the  beginning  date  of 
the  half-year  period. 

2  Yield  on  purchase  price  from  issue  date  to  first  extended  maturity  date  is  3.50  percent;  to  second  extended  maturity 
(late  is  4.00  percent. 
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TABLE  24 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1.  1951 


Issue  price _-_ 

$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

Approximate  investment 

Denomination 

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

yield 

(1)  Redemption  values  during  each  lialf-year  period 

(2)  On  the  re- 

(3) On  current 

(values  increase  on  first  day  of  period  shown) 

demption 

redemption 

Period  after  original  maturity 







value  at  start 

value  from 

(beginning  10  years  after 

of  the  extended 

beginning  of 

issue  date) 

maturity  pe- 

each half-year 

EXTENDED  MATURITY  PERIOD 

riod  to  the  be- 

period to 

ginning  of  each 

extended 

half-year  pe- 

maturity 2 

riod  thereafter 

Percent 

Percent 

First  M  year '  (6/1/61) 

$25. 30 

$50.60 

$101.  20 

$202.  40 

$506.  00 

$1,012.00 

0.00 

3.75 

M  to  1  year (12/1/61) 

25.75 

51.50 

103. 00 

206.  00 

515.00 

1,030.00 

3.56 

3.76 

1  to  VA  years (6/1/62) 

26.  20 

52.40 

104. 80 

209.  60 

524. 00 

1,048.00 

3.53 

3.77 

IH  to  2  years (12/1/62) 

26.67 

53.34 

106.  68 

213.  36 

533.  40 

1,066.80 

3.55 

3.78 

2  to  2J^  years (6/1/63) 

27.15 

54.30 

108.60 

217.  20 

543.00 

1,086.00 

3.56 

3.80 

2}^  to  3  years (12/1/63) 

27.64 

55.28 

110.56 

221. 12 

552.  80 

1,105.60 

3.57 

3.81 

3  to  yA  years (6/1/64) 

28.14 

56.28 

112.56 

225. 12 

562.  80 

1, 125.  60 

3.58 

3.82 

3J^  to  4  years (12/1/64) 

28.66 

57.  32 

114.64 

229.  28 

573.  20 

1, 146.  40 

3.59 

3.83 

4  to  4H  years _.  (6/1/65) 

29.19 

58.38 

116.  76 

233.  52 

583.  80 

1, 167.  60 

3.61 

3.84 

4Hto5years. (12/1/65) 

29.73 

59.46 

118.92 

237.  84 

594.  60 

1,189.20 

3.62 

4.26 

5  to  5H  years- (6/1/66) 

30.29 

60.58 

121. 16 

242. 32 

605.80 

1,211.60 

3.63 

4.31 

61^  to  6  years (12/1/66) 

30.87 

61.74 

123.  48 

246.  96 

617.  40 

1,234.80 

3.65 

4.36 

6  to  6H  years (6/1/67) 

31.49 

62.98 

125.  96 

251.  92 

629.80 

1,259.60 

3.68 

4.40 

6}^  to  7  years (12/1/67) 

32.13 

64.26 

128.  52 

257. 04 

642.60 

1,285.20 

3.71 

4.45 

7  to  7J^  years (6/1/68) 

32.80 

65.60 

131.  20 

262.  40 

656. 00 

1,312.00 

3.74 

4.60 

7)^  to  8  years (12/1/68) 

33.50 

67.00 

134.00 

268. 00 

670.  00 

1,340.00 

3.78 

4.67 

8  to8j^  years (6/1/69) 

34.23 

68.46 

136. 92 

273.  84 

684.60 

1, 369. 20 

3.81 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 

8M  to  9  years (12/1/69) 

35.00 

70.00 

140.00 

280.00 

700.00 

1,400.00 

3.85 

5.16 

9  to  9}^^  years -(6/1/70) 

35.83 

71.66 

143. 32 

286.64 

716.60 

1, 433.  20 

3.90 

5.37 

93^  to  10  years (12/1/70) 

36.72 

73.44 

146.  88 

293.76 

734.  40 

1,468.80 

3.96 

5.77 

EXTENDED  MATURITY 

VALUE  (20  years  from 

issue  date) (6/1/71) 

37.78 

75.56 

151.12 

302.24 

755.60 

1,511.20 

M.05  . 

>  Month,  day,  and  year  on  which  issues  of  June  1,  1951,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
2  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.53  percent. 
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TABLE  25 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  I.  1951.  THROUGH  APRIL  1,  1952 


Issueprice $18.75    $37.50 

Denomination... 25.00      50.00 


$75.00 
100.00 


$150.00  $375.00 
200.00   500.00 


$750.00 
1,000.00 


Approximate  investment 
yield 


Period  after  original  maturity 

(beginning  10  years  after 

issue  date) 


(1)  Redemption  values  during  each  half-year  period 

(2)  On  the  re- 

(3) On  current 

(values  increase  on  first  day  of  period  shown) 

demption 

redemption 

value  at  start 
of  the  extended 

value  from 
beginning  of 

maturity  pe- 

each half-year 

EXTENDED  MATURITY  PERIOD 

riod  to  the  be- 

period to 

ginning  of  each 

extended 

half-year  pe- 

maturity 2 

riod  thereafter 

Percent 

Percent 

$25. 37 

$50.74 

$101.  48 

$202. 96 

$507. 40 

$1,  014. 80 

0.00 

3.75 

25.82 

51.64 

103.28 

206.56 

516. 40 

1, 032. 80 

3.55 

3.76 

26.27 

52.54 

105.08 

210. 16 

525. 40 

1, 050. 80 

3.52 

3.78 

26.74 

53.48 

106. 96 

213. 92 

534.80 

1,069.60 

3.54 

3.79 

27.22 

54.44 

108.88 

217. 76 

544.40 

1,088.80 

3.55 

3.80 

27.72 

55.44 

110.88 

221. 76 

554.40 

1,108.80 

3.58 

3.81 

28.22 

66.44 

112.88 

225. 76 

564.40 

1, 128. 80 

3.58 

3.82 

28.74 

57.48 

114.96 

229.92 

574.80 

1, 149.  60 

3.60 

3.84 

29.27 

58.54 

117.08 

234.16 

585.40 

1,170.80 

3.61 

4.25 

29.82 

59.64 

119.28 

238.56 

596. 40 

1.192.80 

3.62 

4.29 

30.39 

60.78 

121.  56 

243. 12 

607.80 

1, 215.  60 

3.64 

4.34 

30.99 

61.98 

123.96 

247. 92 

619. 80 

1,  239.  60 

3.67 

4.39 

31.60 

63.20 

126.  40 

252. 80 

632.00 

1,  264.  00 

3.69 

4.44 

32. 26 

64.52 

129.04 

258.08 

645.20 

1,290.40 

3.73 

4.58 

32.94 

65.88 

131.  76 

263.  52 

658.80 

1,317.60 

3.77 

4.64 

33.64 

67.28 

134.56 

269. 12 

672. 80 

1, 345.  60 

3.80 

5.00 

First  H  year '  (12/1/61) 

J^  to  1  year... (6/1/62) 

1  to  VA  years (12/1/62) 

IVi  to  2  years.- (6/1/63) 

2  to  2y2  years (12/1/63) 

2H  to  3  years (6/1/64) 

3  to  VA  years (12/1/64) 

3K  to  4  years (6/1/65) 

4  to  4K  years (12/1/65) 

iVz  to  5  years (6/1/66) 

5  to  51^  years (12/1/66) 

5H  to  6  years.- (6/1/67) 

6  to  6>4  years (12/1/67) 

6H  to  7  years (6/1/68) 

7  to  VA  years (12/1/68) 

7M  to  8  years (6/1/69) 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


8  to  8H  years (12/1/69) 

8J4  to  9  years (6/1/70) 

9  to  9H  years (12/1/70) 

^M  to  10  years (6/1/71) 

EXTENDED  MATURITY 

VALUE  (20  years  from 
issue  date) (12/1/71) 


34.39  68.78  137.56  275.12  687.80  1,375.60 

35.20  70.40  140.80  281.60  704.00  1,408.00 

36.05  72.10  144.20  288.40  721.00  1,442.00 

36.96  73.92  147.84  295.68  739.20  1,478.40 


38.06      76.12      152.24      304.48      761.20      1,522.40 


3.84 
3.89 
3.94 
4.00 


5.13 
5.28 
5.50 
5.95 


'  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1951,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.57  percent. 
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TABLE  26 

BONDS  BEARING  ISSUE  DATE  OF  MAY  1,  1952 


Issue  price $18.75    $37.50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Appro.\imate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  9  yeare 
8  months  after  issus 
date) 


(1)  Redemption  values  during  eacli  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the        (3)  On 

redemption     current 

•    value  at     redemption 

start  of  the   value  from 

extended      beginning 


of  each 

half-year 

period 


maturity 

period 

to  the 

beginning 

of  each  half-    extended 

year  period   maturity 

thereafter 


First  Vi  year i  (1/1/62)  $25.  27  $50.  54  $101.  08 

Ji  to  1  year (7/1/62)  25.  71  51. 42  102.  84 

1  to  13^  years (1/1/63)  26.17  52.34  104.68 

IM  to  2  years (7/1/63)  26.64  53.28  106.56 

2to2Hyears (1/1/64)  27.12  54.24  108.48 

2M  to  3  years (7/1/64)  27.61  55.22  110.44 

3to3J4years (1/1/65)  28.11  56.22  112.44 

3H  to  4  years (7/1/65)  28.62  57.24  114.48 

4to4}4years (1/1/66)  29.15  58.30  116.60 

4)^to5ycars (7/1/66)  29.70  59.40  118.80 

5to5Hyears (1/1/67)  30.27  60.54  121.08 

5J^  to  6  years (7/1/67)  30.87  61.74  123.48 

6to6Hyears (1/1/68)  31.48  62.96  125.92 

6>^  to  7  years (7/1/68)  32.13  64.26  128.52 

7  to  7>^  years (1/1/69)  32.81  65.62  131.24 

7"-^  to  8  years (7/1/69)  33.51  67.02  134.04 


$202. 16 
205.  68 
209. 36 
213.12 
216.  96 
220.88 
224.88 
228. 96 
233.  20 
237.60 
242.  16 
246.  96 
251.  84 
257.  04 
262.  48 


$505.40 
514.  20 
523.40 
532.80 
542. 40 
552.20 
562.  20 
572.  40 
583.00 
594.00 
605.40 
617. 40 
629.  60 
642.60 
656.  20 
670.  20 


$1,010.80 
1, 028. 40 
1,046.80 
1, 065.  60 
1, 084.  80 
1, 104.  40 
1, 124.  40 
1, 144.  80 
1, 166.  00 
1,188.00 
1, 210.  80 
1,234.80 
1,259.20 
1, 285.  20 
1, 312.  40 
1,340.40 


$10, 108 
10, 284 
10,468 
10, 656 
10, 848 
11,044 
11,244 
11,448 
11,660 
11,880 
12, 108 
12,348 
12,  592 
12, 852 
13, 124 
13,404 


Percent 
0.00 
3.48 
3.53 
3.55 
3.56 
3.57 
3.58 
3.59 
3.60 
3.62 
3.64 
3.67 
3.70 
3.73 
3.77 
3.80 


Percen 
3.75 
3.76 
3.77 
3.79 
3.80 
3.81 
3.82 
3.84 
4.25 
4.30 
4.34 
4.38 
4.44 
4.58 
4.64 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


8  to  8V^  years -(1/1/70)     34.26      68.52      137.04      274.08 

8)^  to  9  years (7/1/70)    35.06      70.12      140.24      280.48 

9  to  93^  years (1/1/71)     35.91      71.82      143.64      287.28 

0>$  to  10  years (7/1/71)     36.81      73.62      147.24      294.48 

EXTENDED 

MATURITY  VALUE 
(19  years  and  8  months 
from  issue  date).. (1/1/72)    37.91      75.82      151.64      303.28 


685.20 
701. 20 
718.  20 
736.  20 


1,370.40 
1,402.40 
1, 436. 40 
1,472.40 


13,704 
14,024 
14,364 
14,  724 


3.84 
3.89 
3.94 
4.00 


5.13 

5.28 
5.49 
5.98 


758.20      1,516.40      15,164 


'  Month,  day,  and  year  on  which  issues  of  May  1,  1952,  enter  each  period. 

-  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

'  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.61  percent. 
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TABLE  27 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  1.  1952 


Issue  price $18. 75 

Denomination 25.00 


$37. 50 
50.00 


$75.00    $150.00    $375.00 
100. 00      200. 00      500. 00 


$750. 00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


(2)  On  the        (3)  On 
redemption      current 


start  of  the 

value  from 

Period  after  original  ma- 
turity (beginning  9  years 
8    months    after     issue 
date) 

EXTENDED  MATURITY  PERIOD 

extended 

maturity 

period 

to  the 

beginning 
of  each 

half-year 
period 

beginning 
of  each  half- 

to 
extended 

year  period 
thereafter 

maturity  2 

PCTCCHt  PcTCCTlt 

First  J-^year i (2/1/62)  $25.33  $50.66  $101.32  $202.64  $506.60  $1,013.20  $10,132  0.00  3.75 

J^tolyear (8/1/62)     25.78  51.56  103.12  206.24  515.60  1,031.20  10,312  3.55  3.76 

1  to  IM  years (2/1/63)     26.23  62.46  104.92  209.84  524.60  1,049.20  10,492  3.52  3.78 

1}^  to  2  years (8/1/63)     26.70  53.40  106.80  213.60  534.00  1,068.00  10,680  3.54  3.79 

2to2J4years (2/1/64)     27.18  54.36  108.72  217.44  543.60  1,087.20  10,872  3.56  3.80 

2Hto3years (8/1/64)     27.67  55.34  110.68  221.36  553.40  1,106.80  11,068  3.57  3.81 

3to3Hyears .(2/1/66)     28.18  56.36  112.72  225.44  563.60  1,127.20  11,272  3.59  3.82 

3J^  to  4  years (8/1/65)     28.69  67.38  114.76  229.62  573.80  1,147.60  11,476  3.69  3.84 

4to4Myears (2/1/66)     29.22  58.44  116.88  233.76  584.40  1,168.80  11,688  3.60  4.25 

43^  to  5  years (8/1/66)     29.77  59.54  119.08  238.16  595.40  1,190.80  11,908  3.62  4.30 

5  to  514  years (2/1/67)     30.34  60.68  121.36  242.72  606.80  1,213.60  12,136  3.64  4.34 

53^  to  6  years (8/1/67)     30.94  61.88  123.76  247.62  618.80  1,237.60  12,376  3.67  4.39 

6  to  634  years (2/1/68)     31.56  63.12  126.24  252.48  631.20  1,262.40  12,624  3.70  4.43 

634  to  7  years (8/1/68)     32.20  64.40  128.80  257.60  644.00  1,288.00  12,880  3.73  4.59 

7to734years (2/1/69)     32.89  65.78  131.56  263.12  657.80  1,315.60  13,156  3.77  4.64 

73^  to  8  years (8/1/69)     33.59  67.18  134.36  268.72  671.80  1,343.60  13,436  3.80  5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


8to83-2years (2/1/70)     34.34      68.68      137.36      274.72      686.80      1,373.60      13,736 

834  to9  years (8/1/70)     35.14      70.28      140.56      281.12      702.80      1,405.60      14,056 

9to9j2years (2/1/71)     35.99      71.98      143.96      287.92      719.80      1,439.60      14,396 

934  to  10  years (8/1/71)     36.90      73.80      147.60      295.20      738.00      1,476.00      14,760 

EXTENDED  MATURI- 
TY VALUE  (19  years 
and  8  months  from  issue 
date) (2/1/72)    38.00      76.00      152.00      301.00      760.00      1,520.00      15,200 


3.84 
3.89 
3.94 
4.00 


5.13 
5.29 
5.51 
5.96 


'  Month,  day,  and  year  on  which  issues  of  June  1,  1952,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.62  percent. 


EXHIBITS 
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TABLE  28 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER 


Issue  price 

$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Appro.ximate  invest- 

Denomination 

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(1)  Redemption  values  during  each  half-year  period 

(2)  On  the 

(3)  On 

(values 

increase  on  first  day  of  period  shown) 

redemption 

current 

value  at 

redemption 

start  of  the 

value  from 

Period  after  original  ma- 

extended 

beginning 

turity  (beginning  9  years 

maturity 

of  each 

8    months 

after    issue 

period 

half-year 

date) 

EXTENDED  MATURITY  PERIOD 

to  the 

period 

beginning 

to 

of  each  half- 

extended 

year  period 

maturity  2 

thereafter 

Percent 

Percent 

First  Yi  year... 

....I  (6/1/62)  $25.33 

$50.66 

$101. 32 

$202.  64 

$506.60 

$1,013.20 

$10, 132 

0.00 

3.75 

Hto  1  year.-. 

(12/1/62) 

25.  78 

51.56 

103. 12 

206. 24 

515.60 

1,031.20 

10,312 

3.55 

3.76 

1  to  VA  years. 

(6/1/63) 

26.23 

52.46 

104.  92 

209.84 

524.60 

1,049.20 

10, 492 

3.52 

3.78 

Wi  to  2  years . . 

....(12/1/63) 

26.70 

53.40 

106.  80 

213.60 

534.00 

1, 068.  00 

10, 680 

3.54 

3.79 

2  to  2Y2  years. 

(6/1/64) 

27.18 

54.36 

108.  72 

217.  44 

543.60 

1,087.20 

10, 872 

3.56 

3.80 

V/2  to  3  years . . 

....(12/1/64) 

27.67 

55.34 

110.68 

221. 36 

553.  40 

1, 106.  80 

11,068 

3.57 

3.81 

3  to  3}^  years.. 

(6/1/65) 

28.18 

56.36 

112.72 

225. 44 

563.60 

1, 127.  20 

11,272 

3.59 

3.82 

33^  to  4  years. 

.-..(12/1/65) 

28.69 

57.38 

114.  76 

229.  52 

573.  80 

1, 147.  60 

11,476 

3.59 

4.24 

4  to  4J^  years - 

(6/1/66) 

29.23 

58.46 

116.  92 

233.  84 

584.60 

1, 169.  20 

11,692 

3.61 

4.28 

4M  to  5  years . 

....(12/1/66) 

29.78 

59.56 

119. 12 

238.  24 

595.60 

1,191.20 

11,912 

3.63 

4.32 

5  to  5H  years . . 

(6/1/67) 

30.36 

60.72 

121.44 

242.  88 

607.20 

1,214.40 

12, 144 

3.66 

4.37 

5H  to  6  years . . 

..-.(12/1/67) 

30.97 

61.  94 

123.88 

247.  76 

619.  40 

1,238.80 

12,388 

3.69 

4.41 

6  to  63^2  years . . 

(6/1/68) 

31.60 

63.20 

126.  40 

252.  80 

632.  00 

1,264.00 

12,640 

3.72 

4.55 

dVi  to  7  years.. 

....(12/1/68) 

32.  25 

64.50 

129.00 

258.00 

645.00 

1, 290.  00 

12,900 

3.75 

4.61 

7  to  7H  years . . 

.....(6/1/69) 

32.94 

65.88 

131.  76 

263.52 

658.80 

1,317.60 

13, 176 

3.79 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 

"iVi  to  8  years . . 

....(12/1/69) 

33.66 

67.32 

134.64 

269.  28 

673.  20 

1, 346. 40 

13,464 

3.83 

5.13 

8  to  "iVi  years. . 

(6/1/70) 

34.43 

68.86 

137.  72 

275. 44 

688.60 

1,377.20 

13,  772 

3.87 

5.26 

8>$to9years. 

. . - (12/1/70) 

35.25 

70.50 

141.00 

282. 00 

705.00 

1,410.00 

14,100 

3.93 

5.43 

9  to 9)^  years.. 

(6/1/71) 

36.13 

72.26 

144.  52 

289.04 

722.60 

1, 445.  20 

14,452 

3.99 

5.65 

9j^  to  10  years . 

.-..(12/1/71) 

37.06 

74.12 

148.  24 

296.  48 

741.  20 

1,482.40 

14, 824 

4.05 

6.15 

EXTENDED  MATURITY 

VALUE  (19  years  and 

8  months  froi 

m  issue 

date) 

(6/1/72) 

38.20 

76.40 

152.80 

305.60 

764.00 

1,528.00 

15,280 

34.15 

1  Month,  day,  and  year  on  which  issues  of  Oct.  1,  1952,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
'  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.65  percent. 
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TABLE  29 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1952  THROUGH  MARCH  1,  1953 


Issue  price 

118.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination  

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(1)  Redemption  values  during  each  half-year  period 

(2)  On  the 

(3)  On 

(values 

increase  on  first  day  of  period  shown) 

redemption 

current 

value  at 

redemption 

start  of  the 

value  from 

Period  after  original  ma- 

extended 

beginning 

turity  (beginning  9  years 

maturity 

of  each 

8    months    after    issue 

EXTENDEE 

1  MATURITY  PERIOD 

period 

half-year 

date) 

to  the 
beginning 
of  each  half- 
year  period 
thereafter 

period 

to 

e.\tended 

maturity  - 

Percent 

Percent 

First  Yi  year 

1  (8/1/62)  $25. 39 

$50. 78 

$101. 56 

$203. 12 

$507. 80 

$1,015.60 

$10, 156 

0.00 

3.75 

3^  to  1  year 

.-(2/1/63; 

25.84 

51.68 

103.36 

206.  72 

516.  80 

1,  033.  60 

10, 336 

3.54 

3.76 

1  to  13^  years 

.-(8/1/63) 

26.29 

52.58 

105. 16 

210.  32 

525. 80 

1,  051.  60 

10,516 

3.51 

3.77 

IM  to  2  years 

.-(2/1/64) 

26.76 

53.52 

107.04 

214.08 

535. 20 

1,070.40 

10,704 

3.53 

3.79 

2  to  2J^  years 

.-(8/1/64) 

27.24 

54.48 

108.96 

217. 92 

544.80 

1,  089.  60 

10,896 

3.55 

3.80 

2H  to  3  years 

.-(2/1/65) 

27.74 

55.48 

110.96 

221. 92 

554.80 

1, 109.  60 

11,096 

3.57 

3.81 

3  to  3M  years 

.-(8/1/65) 

28.24 

56.48 

112.96 

225. 92 

564.80 

1, 129.  60 

11,296 

3.58 

3.82 

Zy-i  to  4  years 

.-(2/1/66) 

28.76 

57.  52 

115.04 

230.08 

575.  20 

1,150.40 

11,504 

3.59 

4.23 

4  to  4}^  years 

.-(8/1/66) 

29.30 

58.60 

117.20 

234.40 

586.00 

1, 172.  00 

11,  720 

3.61 

4.27 

434  to  5  years 

.-(2/1/67) 

29.85 

59.70 

119.40 

238.80 

597.00 

1, 194.  00 

11,940 

3.63 

4.32 

5  to  hYi  years 

.-(8/1/67) 

30.43 

60.86 

121. 72 

243.44 

608.60 

1,  217.  20 

12, 172 

3.65 

4.36 

5K  to  6  years 

.-(2/1/68) 

31.04 

62.08 

124. 16 

248. 32 

620. 80 

1,  241.  60 

12, 416 

3.69 

4.40 

6  to  6M  years 

.-(8/1/68) 

31.67 

63.34 

126.68 

253.36 

633.40 

1,  266. 80 

12,668 

3.72 

4.55 

6}^  to  7  years 

.-(2/1/69) 

32.33 

64.66 

129. 32 

258.64 

646.60 

1,  293.  20 

12, 932 

3.75 

4.60 

7  to  734  years 

.-(8/1/69) 

33.02 

66.04 

132.08 

264.16 

660.40 

1, 320.  80 

13,  208 

3.79 

5.00 

Redempt 

ion  values  and  investment  yields  to  extended  maturity  on  basis 

;  of  June  1,  1969,  revision 

734  to  8  years 

.-(2/1/70) 

33.74 

67.48 

134.96 

269. 92 

674. 80 

1,349.60 

13, 496 

3.83 

5.12 

8  to  834  years 

.-(8/1/70) 

34.51 

69. 02 

138.04 

276.08 

690.  20 

1,380.40 

13,804 

3.87 

5.27 

834  to  9  years 

.-(2/1/71) 

35.33 

70.66 

141.32 

282.64 

706.60 

1,413.20 

14, 132 

3.92 

5.44 

9  to  93^2  vears 

.-(8/1/71) 

36.22 

72.44 

144.88 

289.76 

724. 40 

1, 448. 80 

14,488 

3.99 

5.64 

934  to  10  years 

.-(2/1/72) 

37.16 

74.32 

148.64 

297.28 

743.  20 

1, 486. 40 

14, 864 

4.05 

6.08 

EXTENDED  MATURI- 

TY VALUE  (19 

years 

and  S  months  from  issue 

date) 

.-(8/1/72) 

38.29 

76.58 

153. 16 

306. 32 

765. 80 

1,531.60 

15, 316 

M.15 

'  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1952,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.66  percent. 


EXHIBITS 
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TABLE  30 

BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  MAY  1,  1953 


Issue  price $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00    $150.00    $375.00 
100. 00      200. 00      500. 00 


$750. 00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  9  years 
8  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 

(2)  On  the 

(3)  On 

(values 

increase  on  first  day  of  period  shown) 

redemption 

current 

value  at 

redemption 

start  of  the 

value  from 

extended 

beginning 

maturity 

of  each 

EXTENDED 

>  MATURITY  PERIOD 

period 

half-year 

to  the 

period 

beginning 

to 

of  each  half- 

extended 

year  period 

maturity  2 

thereafter 

Percent 

Percent 

$25. 39 

$50.78 

$101. 56 

$203. 12 

$507.80 

$1, 015.  60 

$10, 156 

0.00 

3.75 

25.84 

51.68 

103.36 

206.72 

516. 80 

1,033.60 

10, 336 

3.54 

3.76 

26.29 

52.58 

105. 16 

210. 32 

525. 80 

1,051.60 

10, 

.■il6 

3.51 

3.77 

26.76 

53.52 

1U7. 04 

214. 08 

535.20 

1,070.40 

10, 704 

3.53 

3.79 

27.24 

54.48 

108.96 

217.92 

544.80 

1,089.60 

10, 896 

3.55 

3.80 

27.74 

55.48 

110.96 

221. 92 

554.80 

1,109.60 

11, 

096 

3.57 

3.81 

28.24 

56.48 

112.96 

225. 92 

564.80 

1,129.60 

11. 

296 

3.58 

4.22 

28.77 

57.64 

115.08 

230. 16 

575.40 

1,150.80 

11, 

,WH 

3.60 

4.26 

29.31 

58.62 

117.24 

234. 48 

586.20 

1,172.40 

11, 

724 

3.62 

4.30 

29.87 

59.74 

119.48 

238. 96 

597. 40 

1,194.80 

11, 

948 

3.64 

4.35 

30.46 

60.92 

121.84 

243.68 

609.20 

1,  218. 40 

12, 

184 

3.67 

4.39 

31.07 

62.14 

124.28 

248.  56 

621. 40 

1,242.80 

12,428 

3.70 

4.53 

31.71 

63.42 

126. 84 

253.68 

634.20 

1,268.40 

12, 

684 

3.74 

4.58 

32.38 

64.76 

129.52 

259.  04 

647.60 

1,  295.  20 

12, 952 

3.78 

5.00 

First  }i  year...  i  (12/1/62) 

Htol  year (6/1/63) 

1  to  IJ^  years (12/1/63) 

IH  to  2  years (6/1/64) 

2to2}iSyears (12/1/64) 

2K  to  3  years (6/1/65) 

3  to  314  years (12/1/65) 

314  to  4  years (6/1/66) 

4  to  41-^  years (12/1/66) 

4K  to  5  years (6/1/67) 

5  to  5H  years (12/1/67) 

5H  to  6  years (6/1/68) 

6  to  6K  years (12/1/68) 

6>^  to  7  years (6/1/69) 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


7  to  7>2  years (12/1/69)  33. 08  66. 16 

8H  to  8  years (6/1/70)  33.82  67.64 

8to8}^years (12/1/70)  34.62  69.24 

„H  to  9  years (6/1/71)  35.46  70.92 

°  to  9M  years (12/1/71)  36.36  72.72 

yj^  to  10  years (6/1/72)  37.31  74.62 

EXTEINDF.D  MATU- 
RITY VALUE  (19  years 
and  8  months  from  issue 

date). (12/1/72)  38.49  76.98 


132.32 
135. 28 
138.48 
141.84 
145.44 
149. 24 


264.64 
270.  56 
276.96 
283.68 
290.88 
298.48 


661.  60 
676. 40 
692. 40 
709.20 
727.20 
746. 20 


1, 323.  20 
1, 352. 80 
1,384.80 
1,418.40 
1,454.40 
1,492.40 


13,232 
13,528 
13,848 
14, 184 
14,544 
14, 924 


3.82 
3.86 
3.91 
3.97 
4.03 
4.09 


5.  U 

5.24 
5.37 
5.54 
5.77 
6.33 


153.96      307.92      769.80      1,539.60      15,396 


Month,  day,  and  year  on  which  issues  of  Apr.  1, 1953,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
•  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
'  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.69  percent. 
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TABLE  31 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  1,  1953 


Issue  price $18.75 

Denomination 25.00 


$37.50      $75.00    $150.00    $375.00        $750.00      $7,500      Approximate  invest- 
50.00      100.00      200.00      500.00      1.000.00      10,000  ment  yield 


Period  after  original  ma- 
turity (beginning  9  years 
8  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 
start  of  the 

extended 

maturity 
period 
to  the 

beginning 
of  each  half- 
year  period 

thereafter 


(3)  On 

current 

redemption 

value  from 

beginning 

of  each 

half-year 

period 

to 
extended 
maturity  - 


First  3^  year 

H  tol  year 

1  to  m  years.. - 
1}^  to  2  years... 

2  to  2H  years... 
2)^  to  3  years... 

3  to3H  years. -- 
3}^  to  4  years... 

4  to  4H  years... 
iH  to  5  years.. - 

5  to  53^  years... 
5^2  to  6  years... 

6  to  6J^  years... 
6H  to  7  years. . . 


'  (2/1/63) 
.-(8/1/63) 
--(2/1/64) 
..(8/1/M) 
..(2/1/65) 
..(8/1/65) 
-(2/1/66) 
..(8/1/66) 
..(2/1/67) 
--(8/1/67) 
-.(2/1/68) 
-.(8/1/68) 
..(2/1/69) 
..(8/1/69) 


$25.  45 
25.90 
26.36 
26.83 
27.31 
27.80 
28.31 
28.84 
29.38 
29.94 
30.53 
31.15 
31.78 
32.46 


$50.90 
51.80 
52.  72 
53.66 
54.62 
55.60 
56.62 
57.68 
58.76 
59.88 
61.06 
62.30 
63.56 
64.92 


$101. 80 
103.60 
105. 44 
107.  32 
109.  24 
111.20 
113.24 
115.36 
117.  52 
119.76 
122. 12 
124.  60 
127.12 
129.84 


$203.  60 
207.20 
210. 88 
214.64 
218. 48 
222.  40 
226.  48 
230.  72 
235.04 
239.52 
244.  24 
249.  20 
254.  24 
259.'  68 


$509. 00 
518.00 
527.  20 
536. 60 
546.20 
556.  00 
566.  20 
576. 80 
587.60 
598. 80 
610.  60 
623. 00 
635.60 
649.20 


$1,018.00 
1,036.00 
1.054.40 
1,  073.  20 
1,  092.  40 
1,112.00 
1, 132. 40 
1, 153.  60 
1, 175.  20 
1, 197.  60 
1,221.20 
1,246.00 
1,  271.  20 
1,  298. 40 


$10, 180 
10,360 
10,544 
10,  732 
10, 924 
11,120 
11,324 
11.536 
11,752 
11,976 
12,  212 
12,460 
12, 712 
12,984 


Percent 
0.00 
3.54 
3.54 
3.55 
3.56 
3.56 
3.58 
3.60 
3.62 
3.64 
3.67 
3.71 
3.74 
3.78 


Percent 
3.75 
3.76 
3.77 
3.78 
3.80 
3.81 
4.22 
4.26 
4.30 
4.35 
4.39 
4.53 
4.59 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


7  to  7H  years (2/1/70) 

33.15 

66.30 

132.60 

265.  20 

663.00 

1,326.00 

13,  260 

3.81 

5.12 

73^  to  8  years (8/1/70) 

33.91 

67.82 

135.64 

271.28 

678.  20 

1,356.40 

13,564 

3.86 

5.23 

8  to  83-2  years (2/1/71) 

34.70 

69.40 

138. 80 

277.60 

694.  00 

1, 388.  00 

13, 880 

3.91 

5.37 

834  to  9  years (8/1/71) 

35.55 

71.10 

142.  20 

284.  40 

711.00 

1, 422.  00 

14,  220 

3.97 

5.53 

9  to  934  years (2/1/72) 

36.44 

72.88 

145. 76 

291.  52 

728.80 

1,457.60 

14,  576 

4.03 

5.79 

934  to  10  years (8/1/72) 

37.40 

74.80 

149.  60 

299.  20 

748.00 

1,496.00 

14, 960 

4.09 

6.31 

EXTENDED  MATU- 

RITY VALUE  (19  years 

and  8  months  from  issue 

date) ....(2/1/73) 

38.58 

77.  IG 

154. 32 

308.  64 

771.  GO 

1,543.20 

15,432 

3  4.20  .... 

'  Month,  day,  and  year  on  which  issues  of  June  1, 1953,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.70  percent. 
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TABLE  32 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER  1,  1953 


Issue  price $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1.000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  9  years 
8  months  after  issue 
date) 


(2)  On  the 

redemption 

(3)  On 

(1)  Redemption  values  during  each  half-year  period 

value  at 

current 

(values 

increase  on  fii-st  day  of  period  shown) 

start  of  the 

redemp- 

extended 

tion  value 

maturity 

from 

period 

beginning 

to  the 

of  each 

beginning 

half-year 

EXTENDED 

MATURITY  PERIOD 

of  each 

period  to 

half-year 

extended 

period 

maturity  ^ 

thereafter 

Percent 

Percent 

$25. 45 

$50. 90 

$101.80 

$203.  60 

$509. 00 

$1,018.00 

$10. 180 

0.00 

3.75 

25.90 

51.80 

103.60 

207. 20 

518.00 

1,036.00 

10.360 

3.54 

3.76 

26.36 

52.  72 

105.44 

210. 88 

527. 20 

1, 054. 40 

10,544 

3.54 

3.77 

26.83 

53.66 

107. 32 

214.64 

536.  60 

1,073.20 

10. 732 

3.55 

3.78 

27. 31 

54.62 

109.24 

218. 48 

546.20 

1,092.40 

10, 924 

3.56 

3.80 

27.80 

55.60 

111.20 

222. 40 

556.00 

1,112.00 

11, 

120 

3.56 

4.21 

28. 32 

56.64 

113.28 

226.  56 

566. 40 

1, 132. 80 

11,328 

3.59 

4.24 

28.85 

57.70 

115.40 

230. 80 

577. 00 

1,154.00 

n, 

.540 

3.61 

4.28 

29.40 

58.80 

117.60 

235. 20 

588.00 

1,176.00 

11, 

760 

3.64 

4.32 

29.96 

59.  92 

119.84 

239.68 

599.  20 

1,198.40 

11, 

984 

3.66 

4.37 

30.56 

61. 12 

122. 24 

244. 48 

611.20 

1,222.40 

12, 

224 

3.69 

4.51 

31. 19 

62.38 

124.  76 

249.  52 

623.80 

1,247.60 

12, 476 

3.73 

4.55 

31.83 

63.66 

127. 32 

254.64 

636.60 

1,  273.  20 

12, 

732 

3.76 

5.00 

First  J4  year '(6/1/63) 

1^^  to  1  year (12/1/63) 

1  to  1}^  years (6/1/64) 

IJ^  to  2  years (12/1/64) 

2to2J4years (6/1/65) 

2^  to  3  years (12/1/65) 

3  to  zyi  years (6/1/66) 

3H  to  4  years (12/1/66) 

4to4>$years (6/1/67) 

4K  to  5  years (12/1/67; 

5  to  5}^  years (6/1/68) 

5M  to  6  years (12/1/68) 

6  to  63-^  years (6/1/69) 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


6J^  to  7  years (12/1/69) 

32.52 

65.04 

130. 08 

260.16 

650.40 

1, 300. 80 

13.008 

7  to  VA  years (6/1/70) 

33.22 

66.44 

132.88 

265. 76 

664.40 

1,328.80 

13,288 

7H  to  8  years (12/1/70) 

34.00 

68.00 

136.00 

272.00 

680.00 

1,360.00 

13,600 

8  to  834  years (6/1/71) 

34.81 

69.62 

139. 24 

278. 48 

696.  20 

1, 392. 40 

13, 924 

834  to  9  years (12/1/71) 

35.68 

71.36 

142.  72 

285.  44 

713.60 

1,427.20 

14.272 

9  to  93^  years (6/1/72) 

36.60 

73.20 

146.40 

292.80 

732.00 

1,464.00 

14,640 

934to  10  years.  ..(12/1/72) 

37.57 

75.14 

150.28 

300.56 

751.40 

1,  .502. 80 

15,028 

EXTENDED  MATU- 

RITY VALUE  (19  years 

and  8  months  from  issue 

date) _ -(6/1/73) 

38.78 

77.56 

155.12 

310.24 

775.60 

1.551.20 

15,512 

3.81 

5.09 

3.84 

5.23 

3.90 

5.33 

3.95 

5.47 

4.01 

5.63 

4.08 

.5.87 

4.14 

6.44 

4.26  .... 

>  Month,  day,  and  year  on  which  issues  of  Oct.  1, 1953,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.73  percent. 
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TABLE  33 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1953.  THROUGH  MARCH  1.  1954 


Issue  price 

$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination. 

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(2)  On  the 

redemption 

(3)  On 

(1)  Redemption  values  during  each  half-year  period 

value  at 

current 

(values  i 

increase  on  first  day  of  period  shown) 

start  of  the 

redemp- 

Period after  original  ma- 

extended 

tion  value 

turity  {beginning  9  years 

maturity 

from 

8    months 

after    issue  - 

period 

beginning 

date) 

to  the 
beginning 

of  each 
half-year 

EXTENDED  MATURITY  PERIOD 

of  each 

period  to 

half-year 

extended 

period 

maturity ' 

thereafter 

Pnctnt 

Ptrctnt 

First  Vi  year . . 

...1(8/1/63) 

$25. 52 

$51. 04 

$102. 08 

$204. 16 

$510. 40 

$1,020.80 

$10, 208 

0.00 

3.75 

3^  to  1  year 

(2/1/64) 

25.97 

51.94 

103.88 

207.  76 

519. 40 

1, 038. 80 

10,388 

3.53 

3.76 

1  to  13^  years. 

....(8/1/64) 

26.43 

52. 86 

105. 72 

211.44 

528.60 

1,0.57.20 

10,  572 

3.53 

3.77 

IH  to  2  years. 

....(2/1/65) 

26.  90 

53.80 

107.60 

215.  20 

538.00 

1,076.00 

10,760 

3.54 

3.79 

2  to  2)4  years . 

--..(8/1/65) 

27. 38 

54.76 

109.  52 

219.04 

547.60 

1,095.20 

10. 952 

3.65 

3.80 

2H  to  3  years. 

....(2/1/66) 

27. 88 

55.  76 

111.52 

223. 04 

557.60 

1, 11.5.  20 

11,152 

3.57 

4.21 

3  to  3J4  years . 

..-.(8/1/66) 

28. 40 

56.80 

113.60 

227.  20 

568.00 

1,136.00 

11,360 

3.60 

4.25 

V/2  to  4  years . 

....(2/1/67) 

28. 93 

57.86 

115.  72 

231.  44 

578.60 

1,157.20 

11,572 

3.62 

4.29 

4  to  ^Vi  years . 

.-..(8/1/67) 

29.48 

58. 96 

117.92 

235. 84 

589.60 

1, 179.  20 

11,792 

3.64 

4.33 

4H  to  ,")  years . 

....(2/1/68) 

30.05 

60.10 

120. 20 

240.  40 

601.00 

1,202.00 

12, 020 

3.66 

4.37 

5  to  hVi  years . 

.-..(8/1/68) 

30.65 

61.30 

122.  60 

245.  20 

613.00 

1,  226.  00 

12,260 

3.70 

4.51 

5H  to  6  years . 

-...(2/1/69) 

31.27 

62.54 

125. 08 

250.16 

625.40 

1,250.80 

12,508 

3.73 

4.56 

6  to  6H  years . 

-...(8/1/69) 

31. 92 

63.84 

127.  68 

255.  36 

638.  40 

1,276.80 

12,768 

3.76 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 

&A  to  7  years. 

....(2/1/70) 

32.61 

65.22 

130. 44 

260.88 

652.  20 

1,304.40 

13,044 

3.81 

5.10 

7  to  IVi  years . 

-...(8/1/70) 

33.33 

66.66 

133. 32 

266. 64 

666.60 

1,333.20 

13,  332 

3.85 

5.21 

IVi  to  8  years . 

....(2/1/71) 

34. 09 

68.18 

136. 36 

272  72 

681.80 

1,363.60 

13. 636 

3.90 

5.34 

8  to  ^Vi  years. 

....(8/1/71) 

34.90 

69.80 

139.60 

279!  20 

608. 00 

1,396.00 

13,960 

3.95 

5.49 

8K  to  9  years. 

....(2/1/72) 

35.77 

71.54 

143. 08 

286.16 

715.40 

1,430.80 

14, 308 

4.01 

5.65 

9  to  SsYi  years . 

...-(8/1/72) 

36.70 

73.40 

146.80 

293.  60 

734.00 

1,468.00 

14,680 

4.08 

5.88 

9J^  to  10  years 

....(2/1/73) 

37.67 

75.34 

150.68 

301.  36 

753. 40 

1,506.80 

15,068 

4.14 

6.48 

EXTENDED 

MATU- 

RITY  VALUE  (19  years 

and  8  months  from  issue 

date) 

....(8/1/73) 

38.89 

77.78 

155.56 

311.12 

777.80 

1,555.60 

15,556 

3  4.26 

'  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1953,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.74  percent. 
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TABLE  34 

BONDS  BEARING  ISSUE  DATES  FROM  APRIL  I  THROUGH  MAY  1,  1954 


Issue  price 

$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination. 

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

10.000 

ment  yield 

(2)  On  the 

redemption 

(3)  On 

(1)  Redemption  values  during  each  half-year  period 

value  at 

current 

(values 

increase  on  first  day  of  period  shown) 

start  of  the 

redemp- 

Period after  original  ma- 

extended 

tion  value 

turity  (beginning  9  years 

maturity 

from 

8    montlis 
date) 

period 
to  the 

beginning 
of  each 

liilcl        isaLH^    ■ 

beginning 

half-year 

EXTENDED 

MATURITY  PERIOD 

of  each 

period  to 

half-year 

extended 

period 

maturity  ■ 

thereafter 

Percent 

Percent 

Fiist  Vz  year . . 

.>  (12/1/63) 

$25.  52 

$51.  04 

$102. 08 

$204. 16 

$510. 40 

$1,020.80 

$10,  208 

0.00 

3.75 

Mto  1  year 

....(6/1/64) 

25. 97 

51.94 

103. 88 

207.  76 

519.40 

1.038.80 

10,388 

3.53 

3.76 

1  to  VA  years . . 

...(12/1/64) 

26.43 

52. 86 

105.  72 

211.44 

528. 60 

1,0,57.20 

10,  572 

3.53 

3.77 

V/2  to  2  years . . 

,...(6/1/65) 

26.90 

53.80 

107.60 

215. 20 

538.00 

1,076.00 

10,760 

3.54 

3.79 

2  to  lyi  years . . 

...(12/1/65) 

27.38 

54.76 

109.  52 

219.04 

547.60 

1. 095  20 

10  952 

3.55 

4.20 

2}^  to  3  years . . 

....(6/1/66) 

27.89 

55.78 

111.56 

223. 12 

557.80 

1,115.60 

11,156 

3.58 

4.23 

3  to  3H  years . . 

...(12/1/66) 

28.41 

56. 82 

113.64 

227  28 

568.20 

1.136.40 

11.364 

3.61 

4.27 

314  to  4  years .  - 

....(6/1/67) 

28. 94 

57.88 

115.76 

231.  52 

578. 80 

1. 157.  60 

11.  576 

3.63 

4.31 

4  to  434  years . . 

...(12/1/67) 

29.  50 

59.  00 

118.00 

236. 00 

590.00 

1, 180. 00 

11.800 

3.66 

4.35 

4><  to  ^  years.. 

,...(6/1/68) 

30.08 

60.16 

120. 32 

240.64 

601.60 

1,203.20 

12,032 

3.69 

4.48 

5  to  5}^  years . , 

,..(12/1/68) 

30. 69 

61.38 

122. 76 

245.  52 

613. 80 

1, 227. 60 

12,276 

3.72 

4.53 

5)4  to  6  years .  - 

...(6/1/69) 

31.31 

62. 62 

125. 24 

250.48 

626.  20 

1,252.40 

12,  524 

3.75 

5.00 

Redemption  values  and  invcstracnl 

i  yields  to  extended  maturity  on  basis  of  June  1, 1960,  revision 

6  to  6H  years . . 

..(12/1/69) 

31.97 

63.94 

127.88 

2.55.  76 

639.40 

1, 278. 80 

12, 788 

3.79 

5.10 

6J4  to  7  years . . 

-..(6/1/70) 

32.68 

65.36 

130.72 

261. 44 

653.60 

1,307.20 

13,072 

3.84 

5.19 

7  to  7H  years.. 

..(12/1/70) 

33.42 

66.84 

133.68 

267.36 

668.40 

1,336.80 

13,368 

3.89 

5.30 

7H  to  8  years . . 

,...(6/1/71) 

34.20 

68.40 

136. 80 

273. 60 

684.00 

1.368.00 

13.680 

3.94 

5.43 

8  to  8J4  years . . 

..(12/1/71) 

35.04 

70.08 

140. 16 

280. 32 

700.80 

1,401.60 

14,016 

4.00 

5.56 

8H  to  9  years . . 

...(6/1/72) 

35.92 

71.84 

143.68 

287.36 

718. 40 

1,436.80 

14,368 

4.06 

5.74 

9  to  95-2  years . . 

..(12/1/72) 

36.86 

73  72 

147. 44 

294.88 

737. 20 

1, 474. 40 

14, 744 

4.13 

5.99 

9H  to  10  years . 

...(6/1/73) 

37.85 

75.70 

151. 40 

302. 80 

757.00 

1,514.00 

15, 140 

4.19 

6.61 

EXTENDED  MATU- 

RITY VALUE  (19  years 

and  8  months  from  issue 

date) 

...(12/1/73) 

39.10 

78.20 

156.40 

312.80 

782.00 

1,564.00 

15,640 

34.31 

'  Month,  day,  and  year  on  which  issues  of  .\pr.  1,  1954,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
-Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.77  percent. 
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TABLE  35 

BONDS  BEAKING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  1,  1954 


Issue  price 

$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination 

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(2)  On  the 
redemption 

(3)  On 

(1)  Redempti 

ion  values  during  each  half- 

year  period 

I 

value  at 

current 

(values  increase  on 

first  day 

of  period  shown) 

start  of  the 

redemp- 

Period after  original  ma- 

extended 

tion  value 

turity  (beginning  9  years 

maturity 

from 

8    montlis 

after    issue  - 

period 

beginning 

date) 

to  the 
beginning 

of  each 
half-year 

EXTENDED 

i  MATURITY  PERIOD 

of  each 

period  to 

half-year 

extended 

period 

maturity  - 

thereafter 

Percent 

Percent 

First  M  year_ . 

.---1(2/1/64)  $25.58 

$51. 16 

$102. 32 

$204.  64 

$511. 60 

$1,023.20 

$10, 232 

0.00 

3.75 

}4to  lyear... 

(8/1/64) 

26.03 

52.  06 

104. 12 

208.  24 

520. 60 

1,041.20 

10,412 

3.52 

3.76 

1  to  VA  years.. 

(2/1/65) 

26.49 

52.98 

105. 96 

211.92 

529. 80 

1, 059.  60 

10,  596 

3.53 

3.77 

l}/i  to  2  years. 

(8/1/65) 

26.96 

53.92 

107. 84 

215.  68 

539. 20 

1,078.40 

10,  784 

3.53 

3.79 

2  to  2}^  years.. 

(2/1/66) 

27.45 

54.90 

109. 80 

219. 60 

549.00 

1,  098. 00 

10. 980 

3.56 

4.20 

2y2  to  3  years. . 

(8/1/66) 

27.95 

55.90 

111.80 

223.  60 

559. 00 

1,118.00 

11.180 

3.58 

4.24 

3  to  ZVi  years. . 

(2/1/67) 

28. 47 

56.94 

113.88 

227.  76 

569. 40 

1,138.80 

11,388 

3.60 

4.27 

3}^  to  4  years.. 

(8/1/67) 

29. 01 

58.02 

116.04 

232.  08 

580.20 

1, 160. 40 

11.  604 

3.63 

4.31 

4  to  4}^  years.. 

(2/1/68) 

29.57 

59.14 

118.28 

236.  56 

591. 40 

1,182.80 

11,828 

3.66 

4.35 

4)4  to  5  years.. 

(8/1/68) 

30.15 

60.30 

120.60 

241.  20 

603.00 

1,206.00 

12, 060 

3.69 

4.49 

5  to  5H  years.. 

(2/1/69) 

30.76 

61.52 

123.04 

246.08 

615.20 

1,230.40 

12,304 

3.72 

4.  S3 

5>$  to  6  years.. 

(8/1/69; 

31.39 

62.78 

125.  56 

251. 12 

627. 80 

1,255.60 

12,  556 

3.76 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June 

1,  1969,  revision 

6to6i'2years.. 

(2.a/70) 

32.05 

64.10 

128. 20 

256.40 

641.00 

1,282.00 

12, 820 

3.79 

5.10 

6)4  to  7  years.. 

(8/1/70) 

32.  75 

65.50 

131.00 

262.00 

655. 00 

1, 310.  00 

13,100 

3.84 

5.20 

7  to  7H  yeirs.. 

(2/1/71) 

33.49 

66.98 

133. 96 

267. 92 

669. 80 

1,339.60 

13, 396 

3.89 

5.32 

7)4  to  8  years.. 

(8/1/71) 

34.28 

68.56 

137. 12 

274. 24 

685.60 

1,371.20 

13, 712 

3.94 

5.44 

8  to  8)4  years.. 

(2/1/72) 

35. 12 

70.24 

140. 48 

280.96 

702. 40 

1,404.80 

14,048 

4.00 

5.57 

8)4  to  9  years.. 

(8/1/72) 

36.00 

72.00 

144.00 

288.00 

720.00 

1,440.00 

14,400 

4.06 

5.76 

9  to  9)4  years. 

(2/1/73) 

36.94 

73.88 

147. 76 

295.  52 

738. 80 

1, 477.  60 

14,  776 

4.13 

6.03 

9)4  to  10  years. 

(8/1/73) 

37.94 

75.88 

151. 76 

303.  52 

758.80 

1,  517.  60 

15, 176 

4.19 

6.64 

EXTENDED 

MATU- 

RITY  VALUE  (19  years 

and  8  months  from  issue 

date) 

....(2/1/74) 

39.20 

78.40 

156.80 

313.60 

784.00 

1,568.00 

15,680 

3  4.31 

1  Month,  day,  and  year  on  which  issues  of  June  1,  1954,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.79  percent. 
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TABLE  36 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER  1,  1954 


Issue  price. - . 

$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination.  _ 

25.00 

50.00 

100.00 

200.00 

500.00 

1.000.00 

10,000 

ment  yield 

(2)  On  the 

redemption 

(3)  On 

(1)  Redemption  values  during  each  half-year  period 

value  at 

current 

(values 

increase  on  first  day  of  period  shown) 

start  of  the 

redemp- 

Period after  original  ma- 

extended 

tion  value 

turity  (beginning  9  years 

maturity 

from 

8    months    after    issue  - 

period 

beginning 

date) 

to  the 

beginning 

of  each 
half-year 

EXTENDED 

'  MATURITY  PERIOD 

of  each 

period  to 

half-year 

extended 

period 

maturity  2 

thereafter 

Percent 

Percent 

First  Vi  year i  (6/1/64)  $25.58 

$51. 16 

$102. 32 

$204. 64 

$511.60 

$1,023.20 

$10,232 

0.00 

3.75 

J^  to  1  year. (12/1/64) 

26.03 

52.06 

104.12 

208. 24 

520. 60 

1,041.20 

10, 412 

3.52 

3.76 

1  to  11^  years (6/1/65) 

26.49 

52.98 

105.96 

211.92 

529. 80 

1, 059. 60 

10,596 

3.53 

3.77 

11^  to  2  years (12/1/65) 

26.96 

53.92 

107. 84 

215. 68 

539. 20 

1, 078. 40 

10, 784 

3.53 

4.19 

2  to  2H  years (6/1/66) 

27.46 

54.92 

109.84 

219. 68 

549. 20 

1, 098. 40 

10, 984 

3.58 

4.22 

2H  to  3  years (12/1/66) 

27.96 

55.92 

111.84 

223. 68 

559. 20 

1,118.40 

11,184 

3.59 

4.26 

3  to  3)4  years (6/1/67) 

28.48 

56.96 

113.92 

227. 84 

569. 60 

1, 139. 20 

11,392 

3.61 

4.30 

3H  to  4  years (12/1/67) 

29.03 

58.06 

116. 12 

232.  24 

580. 60 

1,161.20 

11,612 

3.65 

4.33 

4  to  4H  years .(6/1/68) 

29.60 

69.20 

118.  40 

236. 80 

592. 00 

1, 184. 00 

11,840 

3.68 

4.47 

4H  to  5  years (12/1/68) 

30.19 

60.38 

120. 76 

241.52 

603. 80 

1, 207. 60 

12,076 

3.72 

4.51 

5  to  534  years (6/1/69) 

30.80 

61.60 

123. 20 

246.40 

616. 00 

1, 232. 00 

12, 320 

3.75 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1 

,  1969,  revision 

5)4  to  6  years (12/1/69) 

31.44 

62.88 

125.76 

251.52 

628.80 

1, 257. 60 

12, 576 

3.79 

5.10 

6  to  6)4  years (6/1/70) 

32.12 

64.24 

128. 48 

256. 96 

642. 40 

1,284.80 

12,848 

3.83 

5.19 

6)ito7years (12/1/70) 

32.83 

65.66 

131. 32 

262.64 

656. 60 

1, 313. 20 

13, 132 

3.88 

5.30 

7  to  7)4  years (6/1/71) 

33.60 

67.20 

134.  40 

268.80 

672  00 

1,344.00 

13, 440 

3.93 

5.41 

7)4  to  8  years  (12/1/71) 

34.41 

68.82 

137. 64 

275. 28 

688.20 

1, 376. 40 

13,764 

3.99 

5.52 

8to8)iyears (6/1/72) 

35.25 

70.50 

141.00 

282.00 

705.00 

1,410.00 

14,100 

4.05 

5.68 

8)4  to  9  years (12/1/72) 

36.16 

72.32 

144.64 

289. 28 

723.20 

1, 446. 40 

14,464 

4.11 

5.86 

9  to  9)4  years (6/1/73) 

37.11 

74.22 

148. 44 

296.88 

742. 20 

1,  484. 40 

14,844 

4.18 

6.16 

9)4  to  10  years (12/1/73) 

38.14 

76.28 

152. 56 

305.12 

762. 80 

1,  525. 60 

15,256 

4.25 

6.76 

EXTENDED  MATU- 

RITY  VALUE  (19  years 

and  8  months  from  issue 

date) (6/1/74) 

39.43 

78.86 

157.72 

315.44 

788.60 

1,577.20 

15.772 

M.37 

1  Month,  day,  and  year  on  which  issues  of  Oct.  1, 1954,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.82  percent. 
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TABLE  37 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1954,  THROUGH  MARCH  1.  1955 


Issue  price $18.75    $37.50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  9  years 
8  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  eacli 
half-year 
period  to 
extended 
maturity  - 


Percent         Percent 

First  H  year..-.  1  (8/1/64)  $25.64  $51.28  $102.56  $205.12  $512.80  $1,025.60  $10,256  0.00  3.75 

M  to  1  year (2/1/65)  26.09  52.18  104.36  208.72  521.80  1,043.60      10,436  3.51  3.76 

1  to  IH  years (8/1/65)  26.55  53  10  106.20  212.40  531.00  1,062.00      10,62  3.52  3.78 

IM  to  2  years (2/1/66)  27.03  54.06  108.12  216.24  540.60  1,081.20      10,812  3  55  4  19 

2  to  2^  years (8/1/66)  27.52  55.04  110.08  220.16  550.40  1,100.80      11,008  3.57  4.22 

2J^to3years (2/1/67)  28.03  56.06  112.12  224.24  560.60  1,121.20      11,212  3.60  4.26 

3  to  3}^  years (8/1/67)  28  55  57.10  114.20  228.40  571.00  1,142.00      11,420  3.62  4.29 

3H  to  4  years (2/1/68)  29.09  58.18  116.36  232.72  58180  1,163.60      11,636  3.64  4.33 

4to4J^  years (8/1/68)  29.67  59.34  118.68  237.36  593.40  1,186.80      11,868  3.68  4.46 

4^^  to  5  years (2/1/69)  30.26  60.52  121.04  242.08  605.20  1,210.40      12,104  3.72  4.51 

5  to  5]^  years (8/1/69)  30.87  61.74  123.48  246.96  617.40  1,234.80      12,348  3.75  5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


5H  to  6  years (2/1/70) 

6  to  6}^  years (8/1/70) 

6J-^  to  7  years (2/1/71) 

Itol^A  years (8/1/71) 

7H  to  8  years (2/1/72) 

8  to  83^  years (8/1/72) 

8^  to  9  years (2/1/73) 

9  to  9H  years (8/1/73) 

9)4  to  10  years (2/1/74) 

EXTENDED  MATU- 
RITY VALUE  (19  years 
and  8  months  Trom  issue 
date) (8/1/74) 


31.52 

63.04 

126.08 

252. 16 

630. 40 

1,260.80 

12, 608 

3.79 

5.09 

32. 19 

64.38 

128. 76 

257. 52 

643. 80 

1, 287. 60 

12, 876 

3.83 

5.20 

32. 91 

65. 82 

131. 64 

263. 28 

658. 20 

1, 316. 40 

13, 164 

3.88 

5.30 

33.68 

67  36 

134. 72 

269.44 

673. 60 

1, 347. 20 

13,472 

3.93 

5.40 

34. 49 

68. 98 

137. 96 

275. 92 

689.80 

1, 379. 60 

13,  790 

3.99 

5.52 

35.33 

70.66 

141.  32 

282. 64 

706.60 

1, 413. 20 

14, 132 

4.05 

5.68 

36.25 

72. 50 

145.00 

290  00 

725  00 

1, 450. 00 

14,500 

4.12 

5.84 

37.20 

74.40 

148. 80 

297. 60 

744.00 

1, 488. 00 

14, 880 

4.18 

6.14 

38.21 

76.42 

152. 84 

305. 68 

764. 20 

1, 528.  40 

15,  284 

4.24 

6.86 

39.52 

79.04 

158.08 

316.16 

790.40 

1.580.80 

15.808 

3  4.37  .... 

Mouth,  day,  and  year  on  which  issues  of  Dec.  1,  1954,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.83  percent. 
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TABLE  38 

BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  MAY  1,  1955 


Issue  price 118.75    $37.50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  9  years 
8    months    after    issue  ■ 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  - 


Percent       Percent 

First  Hycar._.  1  (12/1/64)     $25.04    $51.28    $102.56    $205.12    $512.80    $1,025.60    $10,256                0.00  3.75 

!4t0lyear.. (6/1/65)       26.0U      52.18      104.30      208.72      521.80      1,043.60      10,436                 3.51  3.76 

1  to  IK  years (12/1/65)       26.55      53.10      106.20      212.40      531.00      1,062.00      10,620                 3.52  4.18 

1)^  to  2  years (6/1/66)      27.04      54.08      108.16      216.32      540.80      1,081.60      10,816                3.58  4.21 

2to2i^  years (12/1/66)      27.53      55.06      110.12      220.24      550.60      1,101.20      11,012                3.59  4.24 

2H  to  3  years (6/1/67)      28.04      56.08      112.16      224.32      560.80      1,121.00      11,216                3.61  4.28 

3  to  3}^  years (12/1/67)      28.57      57.14      114.28      228.56      571.40      1,142.80      11,428                3.64  4.31 

3i^to4years (6/1/68)      29.12      58.24      116.48      232.96      582.40      1,164.80      11,648                3.67  4.45 

4  to  4H  years  ...(12/1/68)       29.70      59.40      118.80      237.60      594.00      1,188.00      11,880                 3.71  4.49 
4J^  to  5  years (6/1/69)      30.29      60.58      121.16      242.32      605.80      1,211.00      12,116                3.74  5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


5  to  5J^  years (12/1/09) 

51/i  to  6  years (6/1  /70) 

6  to  6K  years (12/1/70) 

6)^  to  7  years (6/1/71) 

7  to  7)^  years (12/1/71) 

7J^  to  8  years (6/1/72) 

8  to  8H  years (12/1/72) 

8J^  to  9  years (6/1/73) 

9  to  9' 2  years (12/1/73) 

9}^^  to  10  years (6/1  /74) 

EXTENDED  MATU- 
RITY VALUE  (19  years 
and  8  months  from  issue 
date) (12/1/74) 


30.92 

61.84 

123.68 

247.36 

618.40 

1,236  80 

12,368 

31.58 

63.16 

126. 32 

252. 64 

631.60 

1, 263. 20 

12,632 

32. 27 

64.54 

129. 08 

258. 16 

045. 40 

1,  290. 80 

12, 908 

33.02 

66.04 

132. 08 

264. 16 

600. 40 

1, 320. 80 

13, 208 

33. 79 

67.58 

135. 16 

270. 32 

075. 80 

1, 351. 60 

13, 516 

34.61 

09.22 

138. 44 

276. 88 

092. 20 

1,384.40 

13, 844 

35. 49 

70.98 

141.96 

283.92 

709. 80 

1,419.60 

14, 196 

36.41 

72.82 

145. 64 

291.  28 

728. 20 

1, 456. 40 

14, 504 

37.38 

74.76 

149. 52 

299. 04 

747.00 

1,  495. 20 

14, 952 

38.40 

76.80 

153.60 

307. 20 

768.00 

1,536.00 

15, 300 

39.74       79.48       158.96      317.92      794.80       1,589.60       15,896 


3.78 

5.08 

3.82 

5  17 

3.87 

5.27 

3.93 

5.36 

3.98 

5.48 

4.04 

5.61 

4.11 

5.74 

4.17 

5.92 

4.23 

6.22 

4.30 

6.98 

4.43  __. 

'  Month,  day,  and  year  on  which  issues  of  Apr.  1,  1955,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.86  percent. 
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TABLE  39 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  1.  1955 


Issue  price $18.75    $37.50 

Denomination. _ 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity {beginning  9  years 
8  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 

thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  ^ 


Firsts  year i  (2/1/65)  $25.71  $51.42  $102.84  $205.08  $514.20  $1,028.40  $10,284  0.00  3.75 

J^tolyear (8/1/65)  26.16  52.32  104.64  203.28  523.20  1,046.40  10,464  3.50  3.76 

ltol}4years (2/1/66)  26.63  53.26  106.52  213.04  532.60  1,065.20  10,652  3.55  4.17 

IJ^  to  2  years (8/1/66)  27.11  54.22  108.44  216.88  542.20  1,084.40  10,844  3.57  4.21 

2to2J^years (2/1/67)  27.61  55.22  110.44  220.88  552.20  1,104.40  11,044  3.60  4.24 

2J^to3years (8/1/67)  28.12  56.24  112.48  224. 'J6  562.40  1,124.80  11,248  3.62  4.28 

3  to  334  years (2/1/68)  28.65  57.30  114.60  229.20  573.00  1,146.00  11,460  3.64  4.31 

314  to  4  years (8/1/68)  29.20  58.40  116.80  233.60  584.00  1,168.00  11,680  3.67  4.45 

4to4^ycars (2/1/69)  29.78  59.56  119.12  238.24  595.60  1,191.20  11,912  3.71  4.49 

4}^  to  5  years (8/1/69)  30.37  60.74  121.48  242.90  007.40  1,214.80  12,148  3.74  5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  Juno  1, 1909,  revision 


5  to  5}^  years (2/1/70) 

5}^  to  6  years (8/1/70) 

6  to  6M  years (2/1/71) 

OH  to  7  years (8/1/71) 

7  to  7H  years (2/1/72) 

734  to  8  years (8/1/72) 

8  to  834  years (2/1/73) 

8>^  to  9  years (8/1/73) 

9  to  9>^  years (2/1/74) 

934  to  10  years (8/1/74) 

EXTENDED  MATU- 
RITY VALUE  (19  years 
and  8  months  from  issue 
date) (2/1/75) 


31.00 
31.60 
32.30 
33.11 
33.88 
34.72 
35.59 
36.51 
37.48 
38.50 


02.00 
03.32 
64.72 
66.22 
67.76 
69.44 
71.18 
73.02 
74.96 
77.00 


124.00 
126.64 
129.  44 
132. 44 
135.  52 
138.88 
142.36 
146.04 
149. 92 
154.00 


248.00 
253.28 
258.88 
264. 88 
271.04 
277. 76 
284.  72 
292. 08 
299.84 
308.00 


620.00 
633.20 
047. 20 
002.  20 
077. 00 
094. 40 
711.80 
730. 20 
749. 60 
770.  00 


1, 240.  00 
1,266.40 
1, 294. 40 
1, 324. 40 
1,355.20 
1, 388.  80 
1, 423.  00 
1, 400. 40 
1, 499. 20 
1,  540.  00 


12,400 
12, 004 
12, 944 
13,  244 
13,  552 
13,888 
14, 236 
14,604 
14, 992 
15,400 


39.85      79.70      159.40      318.80      797.00      1,594.00      15,940 


3.78 

5.09 

3.82 

5.18 

3.87 

5.27 

3.93 

5.36 

3.98 

5.48 

4.05 

5.59 

4.11 

5.73 

4.17 

5.92 

4.23 

6.23 

4.30 

7.01 

4.43  _-.. 

I  Month,  day,  and  year  on  which  issues  of  June  1,  1955,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  hall-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.87  percent. 


EXHIBITS 


205 


TABLE  40 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER  1,  1955 


Issue  price $18.75    $37.50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  9  years 
8  montlis  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  ^ 


Firsts  year '(6/1/G5)  $25.71  $51.42  $102.84  $205.68  $514.20 

Htolyear (12/1/65)  26.16  52.32  104.64  209.28  523.20 

1  to  13^  years (6/1/66)  26.64  53.28  108.56  213.12  532.80 

IJ^  to  2  years (12/1/66)  27.12  54.24  108.48  216.96  542.40 

2  to  2M  years (6/1/67)  27.62  55.24  110.48  220.96  552.40 

2J4to3years (12/1/67)  28.14  56.28  112.56  225.12  562.80 

3  to  3M  years (6/1/68)  28.68  57.36  114.72  229.44  573.60 

3H  to  4  years (12/1/68)  29.23  58.46  116.92  233.84  584.60 

4to4Hyears (6/1/69)  29.81  59.62  119.24  238.48  596.20 


028.  40  $10, 284 
046.  40   10,  464 


065.  60 
084.  80 
104.  80 
125.60 
147.  20 
169. 20 
192.  40 


10,  656 
10,  848 
11,048 
11,256 
11,472 
11,692 
11,924 


0.00 
3.50 
3.59 
3.59 
3.62 
3.65 
3.68 
3.70 
3.73 


3.75 
4.16 
4.19 
4.23 
4.26 
4.29 
4.43 
4.47 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


4H  to  5  years (12/1/69) 

5  to  5M  years (6/1/70) 

5M  to  6  years (12/1/70) 

6  to  6H  years (6/1/71) 

6H  to  7  years (12/1/71) 

7  to  7H  years (6/1/72) 

7M  to  8  years (12/1/72) 

8  to  8H  years (6/1/73) 

8}^  to  9  years (12/1/73) 

9  to  OH  years (6/1/74) 

914  to  10  years. -.(12/1/74) 
EXTENDED  MATU- 
RITY VALUE  (19  years 
and  8  months  from  issue 
date) (6/1/75) 


30.42 
31.05 
31.74 
32.46 
33.21 
34.01 
34.86 
35.75 
36.68 
37.67 
38.71 


60.84 
62.10 
63.48 
64.  92 
66. 42 
68.02 
69.  72 
71.50 
73.36 
75.34 
77. 42 


121.68 
124. 20 
126.  96 
129.84 
132. 84 
136.04 
139. 44 
143.  00 
146.  72 
150.68 
154.  84 


243.36 
248. 40 
253. 92 
259.  68 
265.  68 
272. 08 
278. 88 
286.  00 
293.  44 
301.36 
309.  68 


608. 40 
621.00 
634.80 
649.  20 
664.  20 
680.  20 
697. 20 
715.00 
733. 60 
753.  40 
774.  20 


1, 216.  80 
1, 242.  00 
1, 269.  60 
1,  298. 40 
1, 328. 40 
1, 360. 40 
1, 394.  40 
1,430.00 
1, 467.  20 
1,  506.  80 
1,  548. 40 


12, 168 
12, 420 
12,  696 
12, 984 
13, 284 
13,604 
13, 944 
14,300 
14,  672 
15,068 
15,484 


40.09      80.18       160.36      320.72      801.80       1,603.60       16,036 


3.77 

5.08 

3.81 

5.18 

3.87 

5.26 

3.92 

5.35 

3.98 

5.45 

4.04 

5.56 

4.10 

5.67 

4.16 

5.81 

4.22 

6.02 

4.29 

6.32 

4.35 

7.13 

4.49  ... 

1  Month,  day,  and  year  on  which  issues  of  Oct.  1,  1955,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.90  percent. 


206   1970  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 


TABLE  41 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1955,  THROUGH  MARCH  1,  1956 


Issue  price $18.75    $37.50 

Denomination... 35.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10.000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  9  years 
8  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  ^ 


First  J^year i (8/1/65)  $25. 77  $51.54  $103.08  $206.16 

1^  to  1  year (2/1/66)  26.22  52.44  104.88  209.76 

1  to  13^  years (8/1/66)  26. 70  53. 40  106.  80  213. 60 

IH  to  2  years (2/1/67)  27.18  54.36  108.72  217.44 

2  to  2)^  years (8/1/67)  27.68  55.36  110.72  221.44 

2J^  to  3  years (2/1/68)  28.20  56.40  112.80  225.60 

3  to  3M  years. (8/1/68)  28.74  57.48  114.96  229.92 

3H  to  4  years (2/1/69)  29.30  58.60  117.20  234.40 

4  to  4K  years (8/1/69)  29.88  59.76  119.52  239.04 


.$515.40  $1,030.80  $10,308  0.00  3.75 

524. 40  1, 048. 80  10, 488  3. 49  4. 17 

534.00  1,068.00  10,680  3.58  4.19 

543.60  1,087.20  10,872  3.58  4.23 

553.60  1,107.20  11,072  3.61  4.26 

564.00  1,128.00  11,280  3.64  4.30 

574.80  1,149.60  11,496  3.67  4.43 

586.00  1,172.00  11,720  3.70  4.47 

597.60  1,195.20  11,952  3.73  5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


4H  to  5  years (2/1/70) 

5  to  514  years (8/1/70) 

b}4  to  6  years (2/1/71) 

6  to  6H  years (8/1/71) 

6H  to  7  years (2/1/72) 

7  to  7  >^  years (8/1/72) 

71^  to  8  years (2/1/73) 

8  to  H}4  years (8/1/73) 

8H  to  9  years (2/1/74) 

9  to  93^  years (8/1/74) 

9Hto  10  years (2/1/75) 

EXTENDED  MATU- 
RITY VALUE  (19  years 
and  8  months  from  issue 
date) (8/1/75) 


30.49 

60.98 

121.96 

243.92 

609. 80 

1, 219. 60 

12, 196 

31.13 

62.26 

124. 52 

249.01 

622. 60 

1, 245. 20 

12, 452 

31.82 

63.64 

127.  28 

254.56 

636.40 

1, 272. 80 

12, 728 

32.53 

65.03 

130. 12 

260. 24 

650.60 

1,301.20 

13, 012 

33.28 

66.56 

133. 12 

266.24 

665.60 

1,331.20 

13,312 

34.09 

68.18 

136. 36 

272. 72 

681.80 

1,363.60 

13,636 

34.94 

69.  88 

139.  76 

279.  52 

698. 80 

1,397.60 

13, 976 

35.83 

71.66 

143.32 

286. 64 

716. 60 

1,433.20 

14,332 

36.76 

73.52 

147.04 

294. 08 

735. 20 

1, 470. 40 

14,704 

37.76 

75.  52 

151.04 

302. 08 

755. 20 

1, 510. 40 

15,104 

38.81 

77.62 

155.  24 

310. 48 

776. 20 

1,  552.  40 

15, 524 

40.19      80.38      160.76      321.52      803.80      1,607.60      16,076 


3.77 

5.09 

3.82 

5.17 

3.87 

5.26 

3.92 

5.36 

3.97 

5.46 

4.04 

5.56 

4.10 

5.68 

4.16 

5.82 

4  22 

6.04 

4.29 

6.34 

4.36 

7.11 

4.49  .... 

'  Month,  day,  and  year  on  which  issues  of  Dec.  1, 1955,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.91  percent. 
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TABLE  42 

BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  MAY  1,  1956 


Issue  price 

Denomination 

$18.75    $37.50 

25.00      50.00 

$75.00    $150.00     $375.00 
100.00      200.00      500.00 

$750.00 
1,000.00 

$7,500 
10,000 

Approximate  invest- 
ment yield 

Period  after  original  ma- 
turity (beginning  9  years 
8  montlis  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 

thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  ^ 


First  H  year.. J  (12/1/65)  $25.77  $51.54  $103.08  $206.16  $515.40  $1,030.80  $10,308  0.00 

J^tolyear (6/1/66)  26.30  52.60  105.20  210.40  526.00  1,052.00  10,520  4.11 

1  to  IH  years.... (12/1/66)  26.85  53.70  107.40  214.80  537.00  1,074.00  10,740  4.15 

13^  to  2  years (6/1/67)  27.41  54.82  109.64  219.28  548.20  1,096.40  10,964  4.16 

2to2J4years (12/1/67)  27.98  55.96  111.92  223.84  559.60  1,119.20  11,192  4.16 

2Mto3years (6/1/68)  28.56  57.12  114.24  228.48  571.20  1,142.40  11,424  4.15 

3to3Hyears (12/1/68)  29.15  58.30  116.60  233.20  583.00  1,166.00  11,660  4.15 

334to4years (6/1/69)  29.75  59.50  119.00  238.00  595.00  1,190.00  11,900  4.15 


Percent 
4.15 
4.15 
4.15 
4.15 
4.15 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


4  to  4K  years.... (12/1/69) 
4J4  to  5  years (6/1/70) 

5  to  5K  years (12/1/70) 

5H  to  6  years (6/1/71) 

6  to  63^  years.... (12/1/71) 
6M  to  7  years (6/1/72) 

7  to  7H  years (12/1/72) 

7H  to  8  years (6/1/73) 

8  to  8H  years.... (12/1/73) 

8J4to9years (6/1/74) 

9to9Ji2years (12/1/74) 

9Hto  10  years (6/1/75) 

EXTENDED  MATU- 
RITY VALUE  (19  years 
and  8  months  from  issue 
date) (12/1/75) 


30.38 

60.76 

121.  52 

243.04 

607.  60 

1,215.20 

12,152 

31.03 

62.06 

124. 12 

248.  24 

620.  60 

1,241.20 

12,412 

31.73 

63.46 

126. 92 

253.  84 

634.60 

1,269.20 

12, 692 

32.44 

64.88 

129. 76 

259.  62 

648. 80 

1,297.60 

12, 976 

33.20 

66.40 

132. 80 

265. 60 

664.00 

1,328.00 

13, 280 

34.00 

68.00 

136.00 

272. 00 

680.00 

1,360.00 

13,600 

34.82 

69.64 

139.  28 

278.56 

696.40 

1,392.80 

13, 928 

35.69 

71.38 

142. 76 

285.  52 

713.80 

1,427.60 

14, 276 

36.61 

73.  22 

146. 44 

292.88 

732.  20 

1,464.40 

14,644 

37.56 

75.12 

150.24 

300.48 

751.20 

1,502.40 

15, 024 

38.56 

77.12 

154.24 

308. 48 

771. 20 

1,  542. 40 

15,424 

39.61 

79. 22 

158. 44 

316.88 

792.  20 

1, 584.  40 

15, 844 

41.01      82.02       164.04      328.08      820.20       1,640.40       16,404 


4.16 

5.06 

4.17 

5.14 

4.20 

5.20 

4.23 

5.28 

4.27 

5.35 

4.31 

5.43 

4.35 

5.53 

4.39 

5.64 

4.44 

5.76 

4.48 

5.95 

4.53 

6.26 

4.58 

7.07 

4.70  ___. 

>  Month,  day,  and  year  on  which  issues  of  Apr.  1,  1956,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.02  percent. 
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TABLE  43 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  I,  1956 


Issue  price $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10.000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  9  years 
8  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  Increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 
beginning 

of  each 
half-year 

period 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  2 


First  M  year '(2/1/66) 

J^  to  1  year (8/1/66) 

ItolJ^  years (2/1/67) 

IM  to  2  years (8/1/67) 

2  to  2>^  years (2/1/68) 

2)4  to  3  years (8/1/68) 

3  to  y/2  years (2/1/69) 

Zyi  to  4  years (8/1/69) 


$25.83    $51.66    $103.32    $206.64 
26.37      52.74       105.48      210.96 


26.91 
27.47 
28.04 
28.62 
29.22 
29.82 


53.82 
54.94 
56.08 
57.24 
58.44 
59.64 


107.64 
109.88 
112.16 
114.  48 
116.88 
119.28 


215. 28 
219. 76 
224. 32 
228.96 
233.76 
238.56 


$516. 60 
527. 40 
538. 20 
549.40 
560.80 
572. 40 
584. 40 
596.40 


$1,033.20  $10,332 
1,054.80   10,548 


1,076.40 
1,098.80 
1,121.60 
1,144.80 
1,168.80 
1, 192. 80 


10, 764 
10, 988 
11,216 
11,448 
11,688 
11,928 


Percent 
0.00 
4.18 
4.14 
4.15 
4.15 
4.15 
4.15 
4.15 


4.15 
4.15 
4.15 
4.15 
4.15 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


4  to  4}4  years. 

....(2/1/70) 

30.45 

60.90 

121.80 

243. 60 

609.00 

1,218.00 

12, 180 

4J^  to  5  years. 

....(8/1/70) 

31.10 

62.20 

124. 40 

248.  80 

622.00 

1,244.00 

12, 440 

5  to  5H  years. 

....(2/1/71) 

31.80 

63.60 

127. 20 

254.40 

636.00 

1,272.00 

12, 720 

534  to  6  years. 

....(8/1/71) 

32.52 

65.04 

130. 08 

260. 16 

650. 40 

1,300.80 

13,008 

6  to  ^Vz  years. 

....(2/1/72) 

33.28 

66.56 

133. 12 

266. 24 

665. 60 

1,331.20 

13,312 

6K  to  7  years. 

....(8/1/72) 

34.07 

68.14 

136.28 

272.66 

681.40 

1,362.80 

13, 628 

7  to  7H  years. 

....(2/1/73) 

34.90 

69.80 

139. 60 

279.  20 

698.00 

1,396.00 

13, 960 

1)4  to  8  years. 

....(8/1/73) 

35.78 

71.56 

143. 12 

286.  24 

715. 60 

1, 431. 20 

14,312 

8  to  8>^  years. 

...(2/1/74) 

36.69 

73.38 

146. 76 

293.52 

733.80 

1,467.60 

14,676 

9,^2  to  9  years. 

....(8/1/74) 

37.64 

75.28 

150.56 

301. 12 

752. 80 

1,505.60 

15,056 

9  to  9H  years. 

....(2/1/75) 

38.65 

77.30 

154.60 

309.20 

773.00 

1,546.00 

15,460 

93^  to  10  years. 

...(8/1/75) 

39.70 

79.40 

158.  80 

317. 60 

794.00 

1,588.00 

15,880 

EXTENDED 

MATU- 

RITY  VALUE  (19  years 

and  8  months  from  issue 

date) 

.-..(2/1/76) 

41.11 

82.22 

164.44 

328.88 

822.20 

1,644.40 

16,444 

4.16 

5.07 

4.17 

5.14 

4.20 

5.20 

4.23 

5.28 

4.27 

5.35 

4.31 

5.44 

4.35 

5.53 

4.39 

5.63 

4.44 

5.77 

4.48 

5.97 

4.53 

6.27 

4.58 

7.10 

4.70  ... 

1  Month,  day,  and  year  on  which  issues  of  June  1,  1956,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period 
5  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.03  percent. 
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TABLE  44 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER  1,  1956 


Issue  price $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  9  yeare 
8  montlis  after  issue 
date) 


(1)  Redemption  values  during  each  liaU-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 

thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  - 


First  J^  year... _'  (6/1/66)  $25.83  $51.60  $103.32  $206.64  $516.60  $1,033.20  $10,332  0.00  4.15 

1^  to  1  year (12/1/66)  26.37  52.74  105.48  210.96  527.40  1,054.80  10,548  4.18  4.15 

1  to  IH  years (6/1/67)  26.91  53.82  107.64  215.28  538.20  1,076.40  10,764  4.14  4.15 

IK  to2  years (12/1/67)  27.47  54.94  109.88  219.76  549.40  1,098.80  10,988  4.15  4.15 

2to23^years (6/1/68)  28.04  56.08  112.16  224.32  560.80  1,121.60  11,216  4.15  4.15 

2J4to3years (12/1/68)  28.62  57.24  114.48  228.96  572.40  1,144.80  11,448  4.15  4.25 

3to33^"years (6/1/09)  29.22  58.44  116.88  233.76  584.40  1,168.80  11,688  4.15  5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


3H  to  4  years (12/1/69) 

4  to  iVi  years (6/1/70) 

41^  to  5  years (12/1/70) 

5to6>^  years (6/1/71) 

5K  to  6  years (12/1/71) 

6  to  6>^  years (6/1/72) 

6M  to  7  years (12/1/72) 

7  to  734  years (6/1/73) 

7H  to  8  years (12/1/73) 

8  to  8K  years (6/1/74) 

8K  to  9  years (12/1/74) 

9  to  9'^  years (6/1/75) 

9Hto  10  years... (12/1/75) 
EXTENDED  MATU- 
RITY VALUE  (19  years 
and  8  months  from  issue 
date) _. ..(6/1/76) 


29.83 

59.66 

119.32 

238. 64 

596. 60 

1, 193.  20 

11,932 

30.47 

60.94 

121. 88 

243.76 

609. 40 

1,218.80 

12, 188 

31.14 

62. 28 

124.  56 

249. 12 

622. 80 

1,  245.  60 

12, 456 

31.85 

63.70 

127. 40 

254.80 

637. 00 

1,274.00 

12,740 

32.59 

65.18 

130.36 

260. 72 

651. 80 

1, 303. 60 

13, 036 

33.36 

66.72 

133. 44 

266.88 

667. 20 

1,334.40 

13, 344 

34.16 

68.32 

136.  64 

273. 28 

683.  20 

1, 366. 40 

13, 664 

35.01 

70.02 

140.04 

280. 08 

700.  20 

1,400.40 

14,004 

35.90 

71.80 

143. 60 

287.  20 

718.00 

1,  436.  00 

14,360 

36.82 

73.64 

147.  28 

294.56 

736. 40 

1,472.80 

14, 728 

37.79 

75.58 

151.16 

302. 32 

755. 80 

1,511.60 

15,116 

38.80 

77.60 

155.  20 

310. 40 

776.00 

1,  552.  00 

15, 520 

39.87 

79.74 

159.48 

318.96 

797.40 

1,  694. 80 

15,948 

41.29      82.58      165.16      330.32      825.80      1,651.60      16,516 


4.16 

5.06 

4.17 

5.13 

4.20 

5.20 

4.23 

5.26 

4.27 

5.33 

4.31 

5.40 

4.35 

5.49 

4.39 

5.58 

4.44 

5.67 

4.48 

5.81 

4.53 

5.99 

4.57 

6.32 

4.62 

7.12 

=4.75  .... 

1  Month,  day,  and  year  on  which  Issues  of  Oct.  1,  1956,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.05  percent. 
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TABLE  45 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1956,  THROUGH  JANUARY  1,  1957 


Issue  price. $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  9  years 
8  months  after  issue 
date) 


(1)  Redemption  values  during  eacli  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 
thereafter 


(3)  On 

current 
redemp- 
tion value 

from 
beginning 

of  each 
half-year 
period  to 
extended 
maturity  2 


Firsts  year H8/1/66)  $25.97  $51.94  $103.88 

M  to  1  year... (2/1/67)  26.51  53.02  106.04 

1  to  IJi  years (8/1/67)  27.06  54.12  108.24 

l>^to2years (2/1/68)  27.62  55.24  110.48 

2to2i^years (8/1/68)  28.19  56.38  112.76 

2Hto3years (2/1/69)  28.78  57.56  115.12 

3to3}iyears (8/1/69)  29.38  58.76  117.52 


$207.76  $519.40  $1,038.80  $10,388 

212.08  530.20  1,060.40  10,604 

216.48  541.20  1,082.40  10,824 

220.96  552.40  1,104.80  11,048 

225.52  563.80  1,127.60  11,276 

230.24  575.60  1,151.20  11,512 

235.04  587.60  1,175.20  11,752 


Percent 
0.00 
4.16 
4.15 
4.15 
4.14 
4.15 
4.15 


Percent 
4.15 
4.15 
4.15 
4.15 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


3H  to  4  years (2/1/70) 

4  to  4yi  years (8/1/70) 

i^i  to  5  years (2/1/71) 

5to5>iyears (8/1/71) 

5H  to  6  years (2/1/72) 

6  to  6^A  years (8/1/72) 

6>ito7years (2/1/73) 

7  to7>$years (8/1/73) 

7^A  to  8  years (2/1/74) 

8to8>4years (8/1/74) 

8M  to  9  years (2/1/75) 

9  to  9'A  years (8/1/75) 

9A  to  10  years (2/1/76) 

EXTENDED  MATU- 
RITY VALUE  (19  years 
and  8  months  from  issue 
date) (8/1/76) 


30.00 

60.00 

120.00 

240.00 

600.00 

1, 200.  00 

12,000 

30.64 

61.28 

122.56 

245. 12 

612.  80 

1, 225. 60 

12,256 

31.31 

62.62 

125.  24 

250. 48 

626. 20 

1, 252. 40 

12,  524 

32.02 

64.04 

128.  08 

256. 16 

640. 40 

1,280.80 

12, 808 

32.76 

65.52 

131.04 

262.  08 

655.  20 

1,310.40 

13,104 

33.54 

67.08 

134. 16 

268. 32 

670. 80 

1,341.60 

13,416 

34.35 

68.70 

137.  40 

274.  80 

687.00 

1,374.00 

13, 740 

35.20 

70.40 

140.  80 

281.  60 

704.00 

1,408.00 

14, 080 

36.09 

72.18 

144. 36 

288.72 

721.  80 

1, 443. 60 

14,436 

37.01 

74.02 

148.04 

296.08 

740.  20 

1, 480. 40 

14,804 

37.99 

75.98 

151.  96 

303.  92 

759. 80 

1,519.60 

15,196 

39.01 

78.02 

156.04 

312.08 

780. 20 

1,  560.  40 

15,604 

40.08 

80.16 

160. 32 

320.  64 

801. 60 

1,603.20 

16, 032 

41.51      83.02      166.04      332.08      830.20      1.660.40      16,604 


4.16 

5.06 

4.18 

5.13 

4.20 

5.19 

4.23 

5.26 

4.27 

5.33 

4.31 

5.40 

4.35 

5.48 

4.39 

5.57 

4.44 

5.68 

4.48 

5.82 

4.53 

6.00 

4.57 

6.31 

4.62 

7.14 

4.75  .... 

1  Month,  day,  and  year  on  which  issues  of  Dec.  1, 1956,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
'  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.08  percent. 
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TABLE  46 

BONDS  BEARING  ISSUE  DATES  FROM  FEBRUARY  I  THROUGH  MAY  1.  1957 


Issueprice $18.75    $37.50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1.000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  8  years 
11  montlis  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  2 


Firsts  year...  _  1  (1/1/66) 
J^tol  year (7/1/66) 

1  to  IH  years (1/1/67) 

IH  to  2  years (7/1/67) 

2  to  2K  years (1/1/68) 

2)^  to  3  years (7/1/68) 

3  to  314  years (1/1/69) 

3J^  to  4  years (7/1/69) 


$25.80  $51.60  $103.20  $206.40  $516.00  $1,032.00  $10,320 

26.34  52.68  105.36  210.72  526.80  1,053.60  10,536 

26.88  53.76  107.52  215.04  537.60  1,075.20  10,752 

27. 44  54. 88  109. 76  219. 52  548  80  1, 097. 60  10, 976 

28.01  56.02  112.04  224.08  560.20  1,120.40  11,204 

28.59  57.18  114.36  228.72  57180  1,143.60  11,436 

29.18  58.36  116.72  233.44  583.60  1,167.20  11,672 

29.79  59.58  119.16  238.32  595.80  1,191.60  11,916 


Percent 
0.00 
4.19 
4.14 
4,15 
4.15 
4.15 
4.15 
4.15 


4.15 
4.15 
4.15 
4.15 
4.15 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


4  to  4H  years (1/1/70) 

4H  to  5  years (7/1/70) 

5  to  5J^  years (1/1/71) 

5H  to  6  years (7/1/71) 

6  to  6)4  years (1/1/72) 

6H  to  7  years (7/1/72) 

7  to  734  years (1/1/73) 

714  to  8  years (7/1/73) 

8  to  8>^  years (1/1/74) 

8H  to  9  years (7/1/74) 

9to9}i  years (1/1/75) 

9H  tolO  years (7/1/75) 

EXTENDED  MATU- 
RITY VALUE  (18  years 
and  11  months  from 
issue  date) (1/1/7G) 


30.42 

60.84 

121.68 

243.36 

608.40 

1, 216. 80 

12, 168 

4.16 

5.07 

31.07 

62. 14 

124. 28 

248. 56 

621.  40 

1,242.80 

12,428 

4.17 

5.14 

31.76 

63.52 

127.04 

254.08 

635. 20 

1,270.40 

12,704 

4.20 

5.21 

32.48 

64.96 

129.92 

259. 84 

649.60 

1, 299. 20 

12, 992 

4.23 

5.28 

33.24 

66.48 

132. 96 

265. 92 

664.80 

1, 329. 60 

13,296 

4.27 

5.36 

34.04 

68.08 

136. 16 

272.32 

680.80 

1, 361. 60 

13, 616 

4.31 

5.44 

34.86 

69.  72 

139.44 

278.88 

697. 20 

1, 394. 40 

13,944 

4.35 

5.54 

35.73 

71.46 

142. 92 

285. 84 

714.60 

1, 429. 20 

14, 292 

4.39 

5.65 

36.65 

73.30 

146. 60 

293.20 

733.00 

1, 466. 00 

14, 660 

4.44 

5.78 

37.60 

75.20 

150. 40 

300.80 

752.  00 

1,504.00 

15, 040 

4.48 

5.97 

38.61 

77.22 

154. 44 

308. 88 

772. 20 

1,544.40 

15, 444 

4.53 

6.27 

39.65 

79. 30 

158. 60 

317.20 

793.00 

1,586.00 

15,860 

4.57 

7.16 

41.07 

82.14 

164.28 

328.56 

821.40 

1,642.80 

16,428 

34.70  .... 

1  Month,  day,  and  year  on  which  issues  of  Feb.  1,  1957,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  Based  on  extended  maturity  value  in  cflect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.19  percent. 
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TABLE  47 
BONDS  BEARING  ISSUE  DATE  JUNE  1,  1957 


Issue  price $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  inve  st- 
ment  yield 


Period  after  original  ma- 
turity (beginning  8  years 
11  months  after  issue 
date) 


(I)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 

redemption 

(3)  On 

value  at 

current 

start  of  the 

redemp- 

extended 

tion  value 

maturity 

from 

period 

beginning 

to  the 

of  each 

beginning 

half-year 

of  each 

period  to 

half-year 

extended 

period 

maturity  2 

thereafter 

Percent 

Percent 

0.00 

4.15 

4.17 

4.15 

4.16 

4.15 

4.16 

4.15 

4.15 

4.25 

4.15 

4.26 

4.15 

4.26 

4.15 

6.00 

First  H  year i  (5/1/66)  $25.91  $51.82  $103.64 

Ktolyear. (11/1/66)  26.45  52.90  105.80 

1  to  IH  years (5/1/67)  27.00  54.00  108.00 

13^  to  2  years (11/1/67)  27.56  55.12  110.24 

2to2J^years (5/1/68)  28.13  56.26  112.52 

2Hto3years (U/1/68)  28.71  57.42  114.84 

3  to  3^  years (5/1/69)  29.31  58.62  117.24 

3J^to4years (11/1/69)  29.92  59.84  119.68 


$207.28  $518.20  $1,036.40  $10,364 
211.60   529.00   1,058.00   10,580 


216.00 
220. 48 
225.04 
229.68 
234.48 
239.  36 


540.  00 
551. 20 
562.60 
574. 20 
586. 20 
598. 40 


1, 080.  00 
1, 102. 40 
1, 125. 20 
1, 148. 40 
1, 172. 40 
1, 196.  80 


10,800 
11,024 
11,252 
11,484 
11,724 
11,968 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


4  to  4H  years (5/1/70) 

30.55 

61.10 

122.  20 

244. 40 

611.00 

1, 222. 00 

12, 220 

4.16 

5.07 

4>^  to  5  years (11/1/70) 

31.20 

62. 40 

124. 80 

249.60 

624. 00 

1,248.00 

12, 480 

4.17 

5.14 

5  to  5}4  years (5/1/71) 

31.90 

63.80 

127.  60 

255. 20 

638.00 

1,276.00 

12,760 

4.20 

5.21 

5)^  to  6  years (11/1/71) 

32.  62 

65.24 

130. 48 

260. 96 

652. 40 

1, 304.  80 

13,048 

4.23 

5.28 

6  to  6}4  years (5/1/72) 

33.38 

66.76 

133.  52 

267.04 

667.60 

1, 335. 20 

13,  352 

4.27 

5.36 

6>^  to  7  years (11/1/72) 

34.18 

68.36 

13;.  72 

273. 44 

683.60 

1,367.20 

13, 672 

4.31 

5.44 

7  to  7J^  years (5/1/73) 

35.01 

70. 02 

140.04 

280.08 

700.20 

1,400.40 

14.004 

4.35 

5.54 

7J^  to  8  years.... (11/ 1/73) 

35.88 

71.76 

143.  52 

287.04 

717.60 

1, 435. 20 

14, 352 

4.39 

5.66 

8  to  8H  years (5/1/74) 

36.80 

73.60 

147. 20 

294. 40 

736.00 

1, 472. 00 

14, 720 

4.43 

5.79 

8H  to  9  years.... (11/ 1/74) 

37.76 

75.52 

151.04 

302.08 

755. 20 

1, 510. 40 

15,104 

4.48 

5.98 

9  to  9 V5  years (5/1/75) 

38.76 

77.  52 

155.04 

310. 08 

775.20 

1, 550. 40 

15,504 

4.53 

6.32 

9V5  to  10  years... (11/ 1/75) 

39. 82 

79.64 

159. 28 

318.  56 

796.  40 

1,592.80 

15,928 

4.58 

7.18 

EXTENDED 

MATURITY  VALUE 

(18  years  and  11  months 

from  issue  (late).(5/l/76) 

41.25 

82.50 

165.00 

330.00 

825.00 

1,650.00 

i      16,500 

M.70 

•  Month,  day,  and  year  on  which  issues  of  June  1, 1957,  enter  each  period. 

'  Based  on  extended  maturity  value  in  eflect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.21  percent. 
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TABLE  48 

BONDS  BEARING  ISSUE  DATES  FROM  JULY  1  THROUGH  NOVEMBER  1,  1957 


Issue  price 

$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination 

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(2)  On  the 

redemption 

(3)  On 

(1)  Redemption  values  during  each  half-year  period 

value  at 

current 

(values 

increase  on  first  day  of  peri 

od  shown) 

start  of  the 

redemp- 

Period after  original  ma- 

extended 

tion  value 

turity  (beginning  8  years 

maturity 

from 

U    months 

after   issue  - 

period 

beginning 

date) 

to  the 
beginning 

of  each 
half-year 

EXTENDED 

MATURITY  PERIOD 

of  each 

period  to 

half-year 

extended 

period 

maturity  - 

thereafter 

Percent 

Percent 

First  li  year. . 

--'(6/1/66) 

$25. 91 

$51. 82 

$103. 64 

$207. 28 

$518.  20 

$1, 036. 40 

$10, 364 

0.00 

4.15 

J4to  1  year... 

-..(12/1/66) 

26.45 

52.90 

105. 80 

211.60 

529.00 

1, 058. 00 

10,  580 

4.17 

4.15 

1  to  V/i  years . 

....(6/1/67) 

27.00 

54.00 

108.00 

216. 00 

540.00 

1, 080.  00 

10,800 

4.16 

4.15 

134  to  2  years . 

..-(12/1/67) 

27.56 

55.12 

110.  24 

220. 48 

551. 20 

1, 102. 40 

11,024 

4.16 

4.15 

2  to  234  years . 

....(6/1/68) 

28.13 

56.26 

112.52 

225. 04 

562. 60 

1, 125.  20 

11,252 

4.15 

4.25 

2M  to  3  years . 

...(12/1/68) 

28.71 

57.42 

114.84 

229. 68 

574.  20 

1, 148. 40 

11,484 

4.15 

4.26 

3  to  3M  years . 

....(6/1/69) 

29.31 

58.  62 

117.  24 

234. 48 

586.  20 

1, 172.  40 

11,724 

4.15 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June 

1,  1969,  revision 

3H  to  4  years . 

...(12/1/69) 

29.93 

59.86 

119.72 

239. 44 

598. 60 

1,197.20 

11,972 

4.16 

5.06 

4  to  i'A  years . 

..-.(6/1/70) 

30.57 

61.14 

122.  28 

244.  56 

611.  40 

1,222.80 

12, 228 

4.18 

5.12 

i}4  to  5  years . 

...(12/1/70) 

31.24 

62.48 

124.  96 

249. 92 

624. 80 

1,249.60 

12, 496 

4.20 

5.19 

5  to  5}4  years . 

.-..(6/1/71) 

31.95 

63.90 

127.  80 

255. 60 

039.00 

1,278.00 

12,780 

4.24 

5.25 

5H  to  6  years . 

..-(12/1/71) 

32.69 

65.38 

130.  76 

261.  52 

653. 80 

1, 307.  60 

13, 076 

4.27 

5.32 

6  to  634  years . 

....(6/1/72) 

33.46 

66. 92 

133. 84 

207. 68 

669. 20 

1, 338. 40 

13, 384 

4.31 

5.40 

634  to  7  years . 

.-.(12/1/72) 

34.27 

68.54 

137. 08 

274. 16 

685. 40 

1, 370. 80 

13, 708 

4.35 

5.48 

V  to  734  years . 

....(6/1/73) 

35.11 

70. 22 

140. 44 

280. 88 

702.  20 

1,404.40 

14,044 

4.39 

5.58 

734  to  8  years . 

...(12/1/73) 

36.00 

72.00 

144.00 

288.00 

720.00 

1,440.00 

14, 400 

4.43 

5.68 

8  to  834  years . 

....(6/1/74) 

36.93 

73.86 

147.  72 

295. 44 

738. 60 

1, 477. 20 

14, 772 

4.48 

5.81 

834  to  9  years . 

...(12/1/74) 

37.90 

75.80 

151.60 

303. 20 

758.00 

1,  516.  00 

15, 160 

4.52 

5.99 

9  to  934  years . 

....(6/1/75) 

38.91 

77.82 

155.64 

311.28 

778.  20 

1,556.40 

15,564 

4.57 

6.33 

934  to  10  years 

...(12/1/75) 

39.98 

79.96 

159.  92 

319.84 

799. 60 

1,  599. 20 

15, 992 

4.62 

7.15 

EXTENDED 

MATU- 

RITY  VALUE  (18  years 

and  11  months  from 

issue  date).. 

....(6/1/76) 

41.41 

82.82 

165.64 

331.28 

828.20 

1,656.40 

16.564 

3  4.74 

1  Month,  day,  and  year  on  which  issues  of  July  1,  1957,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
2  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.23  percent. 
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TABLE  49 

BONDS  BEARING  ISSUE  DATE  DECEMBER  1,  1957 


Issueprice $18.75    J37.50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  8  years 
11   months    after    issue  - 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 

thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  2 


Firstly  year '(11/1/66)  $26.03  $52.06  $104.12  $208.24  $520.60  $1,041.20  $10,412  0.00  4.15 

J^tolyear- .(5/1/67)  26.57  53.14  106.28  212.56  531.40  1,062.80  10,628  4.15  4.15 

1  to  IK  years (11/1/67)  27.12  54.24  108.48  216.%  542.40  1,084.80  10,848  4.14  4.15 

lKto2years..   ..(5/1/68)  27.68  55.36  110.72  221.44  553.60  1,107.20  11,072  4.14  4.25 

2to2V$years (11/1/68)  28.26  56.52  113.04  226.08  565.20  1,130.40  11,304  4.15  4.26 

2Kto3years (5/1/69)  28.85  57.70  115.40  230.80  577.00  1,154.00  11,540  4.16  4.26 

3  to  334  years (11/1/69)  29.44  58.88  117.76  235.52  588.80  1,177.60  11,776  4.15  5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


3}^  to  4  years (5/1/70) 

4  to  4}^  years (11/1/70) 

41^  to  5  years (5/1/71) 

5  to  5H  years (11/1/71) 

5K  to  6  years (5/1/72) 

6  to  QVi  years (11/1/72) 

6}^  to  7  years (5/1/73) 

7  to  73^  years (11/1/73) 

7H  to  8  years (5/1/74) 

8  to  8V^  years (11/1/74) 

8K  to  9  years (5/1/75) 

9  to  9J^  years (11/1/75) 

9J^  to  10  years (5/1/76) 

EXTENDED  MATU- 
RITY VALUE  (18  years 
and  11  months  from 
issue  date) (11/1/76) 


30.06 

60.12 

120. 24 

240. 48 

601.20 

1, 202  40 

12, 024 

30.71 

61.42 

122. 84 

245.68 

614.20 

1,228.40 

12,284 

31.38 

62.76 

125.52 

251.04 

627. 60 

1,255.20 

12, 552 

32.00 

64.18 

128.36 

256.  72 

641. 80 

1, 283. 60 

12,836 

32.84 

65  68 

131.36 

262.  72 

656.80 

1,313.60 

13, 136 

33.61 

67. 22 

134. 44 

268. 88 

672.20 

1,344.40 

13, 444 

34.43 

68.86 

137.72 

275. 44 

688. 60 

1,377.20 

13, 772 

35.27 

70.54 

141.08 

282. 16 

705.40 

1,410.80 

14, 108 

36.16 

72.32 

144.64 

289.28 

723. 20 

1, 446. 40 

14.464 

37. 09 

74.18 

148.36 

296.72 

741  80 

1, 483. 60 

14,836 

38.06 

76.12 

152. 24 

304.48 

761.20 

1, 522. 40 

15, 224 

39.07 

78.14 

156.28 

312.56 

781.40 

1,562.80 

15,628 

40.14 

80.28 

160. 56 

321. 12 

802. 80 

1,605.60 

16.056 

41.60      83.20      166.40      332.80      832.00      1.664.00      16,640 


4  16 

5.06 

4.18 

5.12 

4.20 

5.19 

4.23 

5.26 

4.27 

5.32 

4.31 

5.40 

4.35 

5.48 

4.39 

5.58 

4.43 

5.69 

4.48 

5.82 

4.52 

6.02 

4.56 

6.37 

4.61 

7.27 

4.74  _._ 

•  Month,  day.  and  year  on  which  issues  of  Dec.  1, 1957,  enter  each  period. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

•  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.26  percent. 
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TABLE  50 

BONDS  BEARING  ISSUE  DATES  FROM  JANUARY  1  THROUGH  MAY  I,  1958 


Issue  price. _ $18.75    |37.50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  8  years 
11    months    after    issue  - 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 
start  of  the 
extended 
maturity 

period 

to  the 
beginning 

of  each 
half-year 

period 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  - 


First  }^  year i(12/l/66)  $26.03  $52.00 

H  to  1  year .(6/1/67)     26.57  53.14 

1  to  1>^  years (12/1/67)    27.12  54.24 

1}^  to  2  years. (6/1/68)     27.68  55.36 

2  to  2J^  years (12/1/68)    28.26  56.52 

2"^  to  3  years (6/1/69)     28.85  57.70 


$104.12  $208.24  $520.60  $1,041.20  $10,412 

106.28  212.56  531.40  1,062.80  10,628 

108.48  216.96  542.40  1,084.80  10,848 

110.72  221.44  553.60  1,107.20  11,072 

113.04  226.08  565.20  1,130.40  11,304 

115.40  230.80  577.00  1,154.00  11,540 


Percent 
0.00 
4.15 
4.14 
4.14 
4.15 
4.16 


Percent 
4.15 
4.15 
4.15 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


3  to  3>^  years (12/1/69) 

3H  to  4  years (6/1/70) 

4  to  4^4  years (12/1/70) 

4J^  to  5  years (6/1/71) 

5  to  5J^  years (12/1/71) 

51^  to  6  years (6/1/72) 

6  to  6'A  years (12/1/72) 

6}^  to  7  years (6/1/73) 

7  to  7H  years (12/1/73) 

TA  to  8  years (6/1/74) 

8  to  8M  years (12/1/74) 

SH  to  9  years (6/1/75) 

9  to  9}^  years (12/1/75) 

OH  to  10  years (6/1/76) 

EXTENDED  MATU- 
RITY VALUE  (18  years 
and  11  months  from 
issue  date) (12/1/76) 


29.45 

58.90 

117.80 

235.  60 

589.  00 

1, 178.  00 

11,780 

30.08 

60.16 

120. 32 

240.64 

601. 60 

1,203.20 

12,  032 

30.75 

61.50 

123.  00 

246.  00 

615.00 

1, 230.  00 

12, 300 

31.43 

62.86 

125.  72 

251. 44 

628.60 

1,257.20 

12,  572 

32. 15 

64.30 

128. 60 

257.  20 

643.00 

1,286.00 

12, 860 

32.91 

65.82 

131.64 

263.  28 

658.20 

1,316.40 

13, 164 

33.70 

67.40 

134. 80 

269. 60 

674.  00 

1,348.00 

13, 480 

34.53 

69.06 

138. 12 

276.  24 

690.  60 

1,381.20 

13,812 

35.38 

70.76 

141.52 

283.04 

707.  60 

1,  415.  20 

14, 152 

36.28 

72.56 

145. 12 

290. 24 

725.  60 

1,451.20 

14, 512 

37.23 

74.46 

148.  92 

297. 84 

744.  60 

1, 489. 20 

14, 892 

38.21 

76.42 

152.84 

305.68 

764.20 

1, 528. 40 

15, 284 

39.24 

78.48 

156.  96 

313.  92 

784. 80 

1,569.60 

15, 696 

40.31 

80.  62 

161.24 

322.  48 

806.20 

1,612.40 

16, 124 

4.16 
4.17 
4.21 
4.23 
4.27 
4.31 
4.35 
4.39 
4.43 
4.48 
4.52 
4.57 
4.61 


5.06 
5.12 
5.17 
5.24 
5.31 
5.37 
5.45 
5.52 
5.62 
5.73 
5.85 
6.04 
6.37 
7.29 


41.78      83.56       167.12      334.24      835.60       1,671.20       16,712 


>  Month,  day,  and  year  on  which  issues  of  Jan.  1,  1958,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.28  percent. 
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TABLE  51 

BONDS  BEARING  ISSUE  DATE  JUNE  1.  1958 


Issue  price 

$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination. 

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

10.000 

ment  yield 

(2)  On  the 

redemption 

(3)  On 

(1)  Redemption  values  during  each  half-year  period 

value  at 

current 

(values 

increase  on  first  day  of  period  shown) 

start  of  the 

redemp- 

Period after  original  ma- 

extended 

tion  value 

turity  (beginning  8  years 

maturity 

from 

11   months 

after    issue  - 

period 

beginning 

date) 

to  the 
beginning 

of  each 
half-year 

EXTENDED 

MATURITY  PERIOD 

of  each 

period  to 

half-year 

extended 

period 

maturity  2 

thereafter 

Percent 

Percent 

First  J^year,. 

..  1  (5/1/67) 

$26. 14 

$52.28 

$104.  56 

$209. 12 

$522. 80 

$1, 045.  60 

$10, 456 

0.00 

4.15 

}^  to  1  year. . . 

...(11/1/67) 

26.68 

53.36 

106.  72 

213. 44 

533. 60 

1, 067. 20 

10, 672 

4.13 

4.15 

1  to  IM  years.. 

....(5/1/68) 

27.24 

54.48 

108.96 

217.  92 

544. 80 

1, 089. 60 

10,8% 

4.16 

4.25 

1}^  to  2  years.. 

...(U/1/68) 

27.80 

55.60 

111.20 

222.40 

556.00 

1,112.00 

11,120 

4.15 

4.26 

2to2M  years.. 

....(5/1/69) 

28.38 

56.76 

113.  52 

227.04 

567. 60 

1, 135.  20 

11,352 

4.15 

4.26 

2>^  to3  years.. 

...(11/1/69) 

28.97 

57.94 

115.88 

231. 76 

579.  40 

1,158.80 

11,588 

4.15 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June 

1,  1969,  revision 

3  to  3H  years.. 

....(5/1/70) 

29.58 

59.16 

118.32 

236. 64 

591. 60 

1, 183.  20 

11,832 

4.16 

5.06 

3Kto4  years.. 

...(11/1/70) 

30.21 

60.42 

120.  84 

241.68 

604.20 

1,  208.  40 

12, 084 

4.18 

5.12 

4  to  43^  years.. 

.-.-(5/1/71) 

30.88 

61.76 

123.52 

247.04 

617.60 

1,  235.  20 

12,352 

4.21 

5.18 

4J^  to  5  years.. 

...(11/1/71) 

31.57 

63.14 

126.28 

252.56 

631.40 

1,262.80 

12, 628 

4.24 

5.24 

5  to  5>^  years.. 

....(5/1/72) 

32.29 

64.58 

129. 16 

258.32 

645.80 

1,291.60 

12, 916 

4.27 

5.31 

5>i  to  6  years.. 

...(11/1/72) 

33.05 

66.10 

132.  20 

264. 40 

661.00 

1, 322.  00 

13,  220 

4.31 

5.38 

6  to  63^  years.. 

....(5/1/73) 

33.84 

67.68 

135. 36 

270. 72 

676. 80 

1,353.60 

13,536 

4.35 

5.45 

6J^  to  7  years.. 

...(11/1/73) 

34.66 

69.32 

138.64 

277.28 

693.  20 

1, 386. 40 

13,864 

4.39 

5.54 

7  to  73^  years.. 

....(5/1/74) 

35.53 

71.06 

142. 12 

284.  24 

710. 60 

1,421.20 

14, 212 

4.43 

5.62 

7Mto8  years.. 

...(11/1/74) 

36.43 

72.86 

145. 72 

291.44 

728. 00 

1, 457. 20 

14, 572 

4.48 

5.73 

8  to  834  years.. 

....(5/1/75) 

37.37 

74.74 

149. 48 

298.96 

747.40 

1, 494. 80 

14,948 

4.52 

5.88 

834  to  9  years.. 

...(11/1/75) 

38.35 

76.70 

153.40 

306.80 

767.00 

1,  534. 00 

15,340 

4.56 

6.09 

9  to  934  years.. 

....(5/1/76) 

39.38 

78.76 

157.  52 

315.04 

787. 60 

1,  575. 20 

15, 752 

4.61 

6.45 

934  to  10  years. 

...(11/1/76) 

40.47 

80.94 

161.88 

323.  76 

809.40 

1,618.80 

16,188 

4.65 

7.36 

EXTENDED 

MATU- 

RITY  VALUE  (18  years 

and  11  months  from 

issue  date).. 

....(5/1/77) 

41.96 

83.92 

167.84 

335.68 

839.20 

1.678.40 

16.784 

M.79 



•  Month,  day,  and  year  on  which  issues  of  June  1, 1958,  enter  each  period. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.30  percent. 
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TABLE  52 

BONDS  BEARING  ISSUE  DATES  FROM  JULY  1  THROUGH  NOVEMBER  1,  1958 


Issue  price 

$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination. 

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(2)  On  the 

redemption 

(3)  On 

(1)  Redemption  values  during  each  half-year  period 

value  at 

current 

(values 

increase  on  first  day  of  period  shown) 

start  of  the 

redemp- 

Period after  original  ma- 

extended 

tion  value 

turity  {beginning  8  years 

maturity 

from 

U    months 

after    issue 

period 

beginning 

date) 

to  the 
beginning 

of  each 
half-year 

EXTENDED 

MATURITY  PERIOD 

of  each 

period  to 

half-year 

extended 

period 

maturity  2 

thereafter 

Percent 

Percent 

First  yi  year. . 

..1(6/1/67) 

$26.14 

$52.28 

$104. 56 

$209. 12 

$522. 80 

$1,045.60 

$10, 456 

0.00 

4.15 

Hto  1  year 

...(12/1/67) 

26.68 

53.36 

106. 72 

213. 44 

533.60 

1,067.20 

10, 672 

4.13 

4.15 

1  to  IH  years.. 

...(6/1/68) 

27.24 

54.48 

108.96 

217. 92 

544.80 

1, 089. 60 

10,896 

4.16 

4.25 

13^  to  2  years.. 

...(12/1/68) 

27.80 

55.60 

111.20 

222.40 

556.00 

1,112.00 

11,120 

4.15 

4.26 

2  to  2>^  years.. 

,...(6/1/69) 

28.38 

56.76 

113.  52 

227.04 

567.  60 

1, 135. 20 

11, 352 

4.15 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 

2J^  to  3  years.. 

...(12/1/69) 

28.98 

57.96 

115.92 

231.84 

579.  60 

1,159.20 

11,592 

4.17 

5.05 

3  to  3M  years.. 

....(6/1/70) 

29.60 

59.20 

118.40 

236.80 

592.  00 

1,184.00 

11,840 

4.19 

5.11 

3J^  to  4  years.. 

...(12/1/70) 

30.24 

60.48 

120. 96 

241.92 

004.80 

1,209.60 

12,096 

4.21 

5.17 

4  to  43^  years.. 

....(6/1/71) 

30.92 

61.84 

123.68 

247.36 

618. 40 

1,236.80 

12, 368 

4.24 

5.22 

4H  to  5  years.. 

...(12/1/71) 

31.63 

63.26 

126.  52 

253.04 

632.60 

1, 265. 20 

12, 652 

4.28 

5.28 

5  to  534  years. . 

....(6/1/72) 

32.36 

64.72 

129.  44 

258.88 

647.  20 

1, 294. 40 

12, 944 

4.32 

5.35 

5H  to  6  years. . 

...(12/1/72) 

33.13 

66.26 

132.  52 

265.04 

662. 60 

1, 325. 20 

13, 252 

4.36 

5.41 

6  to  634  years. . 

....(6/1/73) 

33.94 

67.88 

135. 76 

271.  52 

678. 80 

1,357.60 

13,  576 

4.40 

5.48 

634  to  7  years.. 

...(12/1/73) 

34.77 

69.54 

139. 08 

278. 16 

695. 40 

1,390.80 

13,908 

4.44 

5.56 

7  to  734  years.. 

....(6/1/74) 

35.64 

71.28 

142.  56 

285. 12 

712.80 

1,425.60 

14, 256 

4.48 

5.65 

7H  to  8  years.. 

..(12 '1/74) 

36.55 

73.10 

146.  20 

292. 40 

731.00 

1,462.00 

14, 620 

4.52 

5.76 

8  to  83^  years.. 

....(6/1/75) 

37.51 

75.02 

150.04 

300.08 

750.  20 

1,  500. 40 

l.';,0O4 

4.57 

5.89 

83^  to  9  years.. 

...(12/1/75) 

38.50 

77.00 

154.00 

308.00 

770.00 

1,  540. 00 

15,400 

4.61 

6.10 

9  to  93-^  years.. 

....(6/1/76) 

39.54 

79.08 

158.16 

316.32 

790. 80 

1,  581. 60 

15,816 

4.65 

6.45 

9M  to  10  years. 

..(12/1/76) 

40.63 

81.26 

162.  52 

325.04 

812. 60 

1, 625.  20 

16, 252 

4.70 

7.38 

EXTENDED  MATU- 

RITY VALUE  (18  years 

and  11  months  rrom 

issue  date).. 

...-(6/1/77) 

42.13 

84.26 

168.52 

337.04 

842.60 

1.685.20 

16,852 

3  4.83 

'  Month,  day,  and  year  on  which  issues  of  July  1,  1958,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.33  percent. 
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TABLE  53 

BONDS  BEARING  ISSUE  DATE  DECEMBER  I.  1958 


Issue  price $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  8  years 
11    months   after  issue  ■ 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 

redemption 

(3)  On 

value  at 

current 

start  of  the 

redemp- 

extended 

tion  value 

maturity 

from 

period 

beginning 

to  the 

of  each 

beginning 

half-year 

of  each 

period  to 

half-year 

extended 

period 

maturity  ^ 

thereafter 

Percent 

Percent 

0.00 

4.15 

4.11 

4.25 

4.15 

4.26 

4.15 

4.26 

4.15 

5.00 

First  14  year. . 

.1  (11/1/67) 

$26.  26 

$52.  52 

$105.04 

Mtol  year 

...(5/1/68) 

26.80 

53.60 

107. 20 

1  to  H  years... 

..(11/1/68) 

27.36 

54.72 

109.44 

1}^  to  2  years.. 

...(5/1/69) 

27.93 

55.86 

111.72 

2  to  2J^  years.. 

..(11/1/69) 

28.51 

57.02 

114.04 

$210.08  $525.20  $1,050.40  $10,504 

214.40  536.00  1,072.00  10,720 

218.88  547.20  1,094.40  10,944 

223.44  558.60  1,117.20  11,172 

228.08  570.20  1,140.40  11,404 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


2J^  to  3  years (5/1/70) 

3  to  3K  years (11/1/70) 

3}^  to  4  years (5/1/71) 

4  to  4}^  years (11/1/71) 

4}^  to  5  years (5/1/72) 

5  to  5>^  years (11/1/72) 

5^  to  6  years (5/1/73) 

6  to  63^  years (11/1/73) 

6J^  to  7  years (5/1/74) 

7  to  7K  years (11/1/74) 

73^  to  8  years (5/1/75) 

8  to  S'A  years (11/1/75) 

8^  to  9  years (5/1/76) 

9  to  91^  years (11/1/76) 

9J^  to  10  years (5/1/77) 

EXTENDED  MATU- 
RITY VALUE  (18  years 
and  11  months  from 
issue  date) (11/1/77) 


29.11 

58.22 

116.44 

232. 88 

582.20 

1, 164. 40 

11,644 

4.16 

5.05 

29.73 

59.46 

118.92 

237. 84 

594.60 

1, 189.  20 

11,892 

4.18 

5.11 

30.38 

60.76 

121.  52 

243. 04 

607.60 

1, 215. 20 

12, 152 

4.21 

5.17 

31.06 

62. 12 

124.  24 

248. 48 

621. 20 

1, 242. 40 

12,424 

4.24 

5.22 

31.77 

63.54 

127. 08 

254.16 

635.40 

1,270.80 

12,  708 

4.28 

5.28 

32.  51 

65.02 

130. 04 

260.08 

650.  20 

1, 300. 40 

13,004 

4.32 

5.34 

33.28 

66.56 

133. 12 

266. 24 

665.60 

1,331.20 

13,312 

4.35 

5.41 

34.08 

68.16 

136. 32 

272. 64 

681.60 

1, 363. 20 

13, 632 

4.39 

5.49 

34.92 

69. 84 

139.68 

279. 36 

698. 40 

1, 396. 80 

13,968 

4.43 

5.57 

35.80 

71.60 

143. 20 

286.40 

716.  00 

1,432.00 

14, 320 

4.48 

5.66 

36.71 

73.42 

146. 84 

293.  68 

734.  20 

1,468.40 

14,684 

4.52 

5.77 

37.67 

75.34 

150.68 

301. 36 

753. 40 

1,506.80 

15,068 

4.56 

5.91 

38.66 

77.32 

154. 64 

309.28 

773.  20 

1,  546. 40 

15,464 

4.60 

6.12 

39. 71 

79.42 

158.84 

317. 68 

794. 20 

1,  588. 40 

15,884 

4.65 

6.47 

40.78 

81.56 

163. 12 

323.  21 

815.63 

1,631.23 

16, 312 

4.69 

7.55 

42.32 

84.64 

169.23 

338.56 

846.40 

1.692.8D 

16.928 

3  4.83  .... 

1  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1958,  enter  each  period. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.35  percent. 
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TABLE  54 
BONDS  BEAKING  ISSUE  DATES  FROM  JANUARY  1  THROUGH  MAY  1.  1959 


Issue  price $18.75    $37.50 

Denomination.- 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment jield 


Teriod  after  original  ma- 
turity (beginning  8  years 
II    months    after    issue  ■ 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 

thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  - 


Fii-stHyear 1(12/1/67)  $26.26  $52.52  $105.04  $210.08  $525.20  $1,050.40  $10,504 

J^  to  1  year. (6/1/68)  26.80  53.60  107.20  214.40  536.00  1,072.00  10,720 

1  to  IJ^  years (12/1/68)  27.36  54.72  109.44  218.88  547.20  1,094.40  10,944 

IJ^  to  2  years (6/1/69)  27.93  55.86  111.72  223.44  558.60  1,117.20  11,172 


Percent 
0.00 
4.11 
4.15 
4.15 


Percent 
4.15 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields,  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


2to2>^yeai-s (12/1/69) 

214  to  3  years (6/1/70) 

3  to  33^  years (12/1/70) 

3J^  to  4  years (6/1/71) 

4  to  i^i  years (12/1/71) 

414  to  5  years (6/1/72) 

5  to  5H  years (12/1/72) 

53^  to  6  years (6/1/73) 

6  to  6}^  years (12/1/73) 

614  to  7  years (6/1/74) 

7  to  7M  years (12/1/74) 

714  to  8  years (6/1/75) 

8  to  83^  years (12/1/75) 

8}^  to  9  years (6/1/76) 

9  to  9H  years (12/1/76) 

914  to  10  years (6/1/77) 

EXTENDED  MATU- 
RITY VALUE  (18  years 
and  11  months  from 
issue  date) (12/1/77) 


28.52 

57.04 

114.08 

228.16 

570. 40 

1, 140. 80 

11,408 

29. 12 

58.24 

116.48 

232.  96 

582.40 

1,164.80 

11,648 

29.76 

59.  52 

119.04 

238.08 

595.  20 

1, 190. 40 

11,904 

30.42 

60.84 

121.68 

243. 36 

608.40 

1,216.80 

12,168 

31.11 

62.  22 

124. 44 

248.88 

622.  20 

1,244.40 

12, 444 

31.83 

63.66 

127. 32 

254.64 

636.60 

1, 273. 20 

12, 732 

32. 59 

65.18 

130. 36 

260.72 

651. 80 

1, 303.  60 

13, 036 

33.37 

66.74 

133. 48 

266. 96 

667. 40 

1,334.80 

13, 348 

34.18 

68.36 

136. 72 

273. 44 

683.60 

1,367.20 

13, 672 

35.03 

70.06 

140. 12 

280.  24 

700.60 

1,401.20 

14,012 

35. 92 

71.84 

143.68 

287.36 

718.40 

1,436.80 

14,368 

36.84 

73.68 

147.  36 

294.72 

736. 80 

1,473.60 

14, 736 

37.81 

75.62 

151. 24 

302. 48 

756.  20 

1, 512. 40 

15, 124 

38.81 

77.62 

155.24 

310.48 

776. 20 

1, 552. 40 

15, 524 

39.86 

79.72 

159.44 

318.88 

797.20 

1,594.40 

15,944 

40. 95 

81.90 

163.80 

327.60 

819. 00 

1,638.00 

16,380 

42.50      85.00      170.00      340.00      850.00      1,700.00      17,000 


4.17 

5.05 

4.18 

5.11 

4.21 

5.16 

4.25 

5.21 

4.28 

5.27 

4.32 

5.33 

4.37 

5.38 

4.40 

5.45 

4.44 

5.52 

4.48 

5.60 

4.53 

5.69 

4.57 

5.80 

4.61 

5.93 

4.65 

6.15 

4.69 

6.52 

4.73 

7.57 

4.87  ___ 

'  Month,  day,  and  year  on  which  issues  of  Jan.  1,  1959,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
■  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.37  percent. 
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TABLE  55 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  AUGUST  1,  1959 


Issue  price $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  7  years 
9  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 

thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  ^ 


First  1^  year '  (3/1/67) 

H  to  1  year (9/1 '67) 

1  to  1)^  years (3/1/68) 

1>^  to  2  years (9/1/68) 

2  to  2"^  years (3/1/69) 

2H  to  3  years (9/1/69) 


$25.13  $50.26  $100.52 
25. 65  51. 30  102.  60 
52.36 
53.46 
54.56 
55.70 


26.18 
26.73 
27.28 
27.85 


104. 72 
106. 92 
109. 12 
111.40 


$201.04  $502.60  $1,005.20  $10,052 

205.20  513.00  1,026.00  10,260 

209.44  523.60  1,047.20  10,472 

213.84  534.60  1,069.20  10,692 

218.24  545.60  1,091.20  10,912 

222.80  557.00  1,114.00  11,140 


Percent 
0.00 
4.14 
4.14 
4.16 
4.15 
4.15 


Percent 
4.15 
4.15 
4.25 
4.25 
4.26 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


3  to  3H  years (3/1/70) 

3J^  to  4  years (9/1/70) 

4  to  4]^  years (3/1/71) 

4J4to5years (9/1/71) 

5  to  5M  years (3/1/72) 

53^  to  6  years (9/1/72) 

6  to  6>^  years (3/1/73) 

6H  to  7  years (9/1/73) 

7  to  7M  years (3/1/74) 

7J^  to  8  years (9/1/74) 

8  to  8H  years (3/1/75) 

S'A  to  9  years (9/1/75) 

9  to  9K  years (3/1/76) 

9M  to  10  years (9/1/76) 

EXTENDED  MATU- 
RITY VALUE  (17  years 
and  9  months  from  issue 
date) ...(3/1/77) 


28.44 

56.88 

113.76 

227.52 

568.80 

1, 137.  60 

11,376 

29.05 

58.10 

116.  20 

232. 40 

681.00 

1, 162.  00 

11,620 

29.68 

59. 36 

118.72 

237. 44 

593.  60 

1, 187.  20 

11,872 

30.35 

60.70 

121. 40 

242. 80 

607.  00 

1,214.00 

12, 140 

31.04 

62.08 

124. 16 

248. 32 

620. 80 

1,241.60 

12, 416 

31.77 

63.64 

127.08 

254.16 

635. 40 

1, 270. 80 

12, 708 

32.53 

65.06 

130. 12 

260.24 

650.60 

1,301.20 

13,012 

33.32 

66.64 

133.28 

266.  56 

666. 40 

1,332.80 

13,328 

34.15 

68.30 

136.60 

273. 20 

683.00 

1, 366. 00 

13,660 

35.03 

70.06 

140. 12 

280.24 

700.60 

1,401.20 

14,012 

35. 93 

71.86 

143. 72 

287.44 

718.60 

1, 437. 20 

14, 372 

36.87 

73.74 

147.48 

294.96 

737. 40 

1,474.80 

14, 748 

37.87 

75.74 

151. 48 

302.  96 

757. 40 

1,  514. 80 

15, 148 

38.90 

77.80 

155.60 

311.20 

778.00 

1, 556. 00 

15,560 

40.34      80.68      161.36      322.72      806.80      1,613.60      16,136 


4.17 

5.06 

4.18 

5.12 

4.20 

5.18 

4.24 

5.24 

4.27 

5.31 

4.31 

5.38 

4.35 

5.45 

4.39 

5.54 

4.43 

5.63 

4.48 

5.73 

4.62 

5.87 

4.56 

6.09 

4.61 

6.42 

4.65 

7.40 

'4.79  ... 

'  Month,  day,  and  year  on  which  issues  of  June  1,  1959,  enter  each   period.  For  subsequent  issue  months  add 
the  appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.36  percent. 
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TABLE  56 
BONDS  BEARING  ISSUE  DATES  FROM  SEPTEMBER  1  THROUGH  NOVEMBER  I,  1959 


Issueprice - $18.75    $37.50 

Denomination 25.00     50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  7  years 
9    months    after    issue  ■ 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  Increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 

thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  - 


First  Vz  year '  (6/1/67)  $25. 13 

^5  to  1  year (12/1/67)  25.65 

1  to  IH  years (6/1/68)  26.18 

1}^  to  2  years (12/1/68)  26.73 

2  to  2M  years (6/1/69)  27.  28 


$50.26  $100.52  $201.04  $502.60  $1,005.20  $10,052 

51.30  102.60  205.20  513.00  1,026.00  10,260 

52.36  104.72  209.44  523.60  1,047.20  10,472 

53.46  106.92  213.84  534.60  1,069.20  10,692 

54.56  109.12  218.24  .M5. 60  1,091.20  10,912 


Percent 
0.00 
4.14 
4.14 
4.16 
4.15 


Percent 
4.15 
4.15 
4.25 
4.25 
5.00 


Redemption  values  and  Investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


iVz  to  3  years (12/1/69) 

3  to  ZVi  years (6/1/70) 

3H  to  4  years (12/1/70) 

4  to  iyi  years (6/1/71) 

iH  to  5  years (12/1/71) 

5  to  by2  years (6/1/72) 

5H  to  6  years (12/1/72) 

6  to  6J4  years (6/1/73) 

&A  to  7  years (12/1/73) 

7  to  VA  years (6/1/74) 

TA  to  8  years (12/1/74) 

8  to  83^  years (6/1/75) 

8J^  to  9  years (12/1/75) 

9  to  9}^  years (6/1/76) 

9J^  to  10  years. ..  (12/1/76) 
EXTENDED  MATU- 
RITY VALUE  (17  years 
and  9  months  from  issue 
date) ....(6/1/77) 


27.86 

55.72 

111.44 

222.88 

557.20 

1,114.40 

11,144 

28.46 

56.92 

113.84 

227.68 

.=169.  20 

1, 138. 40 

11,384 

29.08 

58.16 

116.  32 

232.64 

581  60 

1,163.20 

11,632 

29.73 

59  46 

118.92 

237. 84 

594.60 

1, 189.  20 

11,892 

30.40 

60.80 

121.60 

243.  20 

608.00 

1,  216. 00 

12, 160 

31.11 

62.22 

124. 44 

248.88 

622.20 

1,244.40 

12,444 

31.85 

63.70 

127. 40 

254.80 

637.00 

1,274.00 

12,  740 

32.62 

65.24 

130.48 

260.96 

652. 40 

1, 304. 80 

13,048 

33.42 

66.84 

133.68 

267. 36 

668.40 

1, 336. 80 

13,368 

34.26 

68.52 

137.04 

274.08 

685.20 

1, 370.  40 

13,704 

35.15 

70.30 

140.60 

281. 20 

703.00 

1,406.00 

14,060 

36.06 

72.12 

144.24 

288.48 

721.  20 

1, 442. 40 

14, 424 

37.01 

74.02 

148.04 

296.08 

740.  20 

1, 480.  40 

14,804 

38.01 

76.02 

152.04 

304.08 

760.20 

1,  520. 40 

15,204 

39.05 

78.10 

156.20 

312. 40 

781.00 

1,562.00 

15,  620 

40.50      81.00      162.00      324.00      810.00      1,620.00      16,200 


4.17 

5.05 

4.19 

5.10 

4.21 

5.16 

4.25 

5.22 

4.28 

5.28 

4.32 

.5.35 

4.36 

5.41 

4.40 

5.48 

4.43 

5.57 

4.48 

5.66 

4.52 

5.75 

4.57 

5.89 

4.61 

6.10 

4.65 

6.45 

4.69 

7.43 

4.83  .... 

'  Month,  day,  and  year  on  which  issues  of  Sept.  1, 1959,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period, 
s  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.39  percent. 
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TABLE  57 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1.  1959,  THROUGH  FEBRUARY  1,  1960 


Issue  price $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1.000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  7  years 
9  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 

redemption 

(3)  On 

value  at 

current 

start  of  the 

redemp- 

extended 

tion  value 

maturity 

from 

period 

beginning 

to  the 

of  each 

beginning 

half-year 

of  each 

period  to 

half-year 

extended 

period 

maturity  2 

thereafter 

Percent 

Percent 

0.00 

4.15 

4.13 

4.25 

4.17 

4.26 

4.15 
4.16 

4.26 
5.00 

Fkst  14  year '  (0/1/67)  $25. 18 

J^  to  1  year (3/1/68)  25.70 

1  to  IM  years (9/ 1/68)  26. 24 

VA  to  2  years (3/1/69)  26.78 

2  to  2H  years (9/1/69)  27.34 


$50.36  $100.72  $201.44  $503.60  $1,007.20  $10,072 

51.40  102.80  205.60  514.00  1,028.00  10,280 

52.48  104.96  209.92  524.80  1,049.60  10,496 

53.56  107.12  214.24  535.60  1,071.20  10.712 

54.68  109.36  218.72  546.80  1,093.60  10,936 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


23^  to  3  years.. 

....(3/1/70) 

27.91 

55.82 

111.64 

223. 28 

558.20 

1, 116.  40 

11,164 

4.16 

5.06 

3  to  33^  years.. 

....(9/1/70) 

28.51 

57.02 

114.04 

228. 08 

570. 20 

1, 140. 40 

11.404 

4.18 

5.11 

3}^  to  4  years.. 

....(3/1/71) 

29.13 

58.26 

116.  52 

233. 04 

582.  60 

1, 165. 20 

11,652 

4.21 

5.17 

4  to  iyi  years.. 

.-..(9/1/71) 

29.79 

59.58 

119. 16 

238. 32 

595. 80 

1, 191.  60 

11,916 

4.25 

5.22 

4J4  to  5  years.. 

....(3/1/72) 

30.46 

60. 92 

121.84 

243.68 

609.20 

1,218  40 

12. 184 

4.28 

5.29 

5  to  5J^  years.. 

....(9/1/72) 

31.17 

62. 34 

124.  68 

249.36 

623. 40 

1,246.80 

12,468 

4.31 

5.35 

5>ito6years.. 

....(3/1/73) 

31.91 

63.82 

127.64 

255. 28 

638.20 

1, 276. 40 

12.764 

4.35 

5.42 

6  to  6}^  years.. 

....(9/1/73) 

32.68 

65.36 

130.72 

261. 44 

653.60 

1, 307. 20 

13.072 

4.39 

5.49 

6J^  to  7  years.. 

.-.-(3/1/74) 

33.49 

66.98 

133. 96 

267. 92 

669. 80 

1, 339. 60 

13, 396 

4.44 

5.57 

7  to  7M  years.. 

....(9/1/74) 

34.33 

68.66 

137. 32 

274.  64 

686.60 

1,373.20 

13,  732 

4.48 

5.66 

7}^  to  8  years.. 

....(3/1/75) 

35.20 

70.40 

140.  80 

281.60 

704.00 

1,408.00 

14.080 

4.52 

5.78 

8  to  8H  years.. 

....(9/1/75) 

36. 12 

72.24 

144. 48 

288.96 

722. 40 

1,444.80 

14,448 

4.56 

5.92 

8}^  to  9  years.. 

....(3/1/76) 

37.08 

74.16 

148. 32 

296.64 

741.60 

1, 483. 20 

14,832 

4.61 

6.12 

9  to  9J^  years.. 

....(9/1/76) 

38.07 

76.14 

152. 28 

304.56 

761. 40 

1, 522. 80 

15.228 

4.65 

6.51 

9)4  to  10  years. 

..-(3/1/77) 

39.12 

78.24 

156. 48 

312. 96 

782. 40 

1,564.80 

15,648 

4.69 

7.52 

EXTENDED 

MATU- 

RITY  VALUE  (17 

years  and  9  months 

from  issue  date). (9/1/77) 

40.59 

81.18 

162.36 

324.72 

811.80 

1,623.60 

16.236 

3  4.83  ---. 

'  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1959,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.40  percent. 
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TABLE  58 

BONDS  BEARING  ISSUE  DATES  FEOM  MARCH  1  THROUGH  MAY  1.  1960 


Issueprice $18.75    $37.50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00        $750.00      $7,500 
100.00      200.00      500.00      1,000.00       10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  7  years 
9  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 

beginning 

of  each 

half-year 

period 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  - 


First  H  year...-  '(12/1/67) 

J^tol  year  (6/1/68) 

1  to  1>^  years (12/1/68) 

IJ^  to  2  years (6/1/69) 


$25.18  $50.36  $100.72  $201.44  $503.60  $1,007.20  $10,072 

25.70  51.40  102.80  205.60  514.00  1,028.00  10,280 

26.24  52.48  104.96  20i).  92  524.80  1,049.60  10,496 

26.78  53.56  107.12  214.24  535.60  1,071.20  10,712 


Percent 
0.00 
4.13 
4.17 
4.15 


Percent 

2  4.15 

4.25 

4.26 

5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


2  to  2H  years (12/1/69) 

2H  to  3  years (6/1/70) 

3  to  3>^  years (12/1/70) 

3H  to  4  years (6/1/71) 

4to4>.^  years (12/1/71) 

41^10  5  years (6/1/72) 

5  to  5J^  years (12/1/72) 

55^  to  6  years (6/1/73) 

6  to  6)^  years (12/1/73) 

6H  to  7  years (6/1/74) 

7  to  73^  years (12/1/74) 

7H  to  8  years (6/1/75) 

8  to  8H  years (12/1/75) 

8M  to  9  years (6/1/76) 

9  to  9}^  years (12/1/76) 

9H  to  10  years (6/1/77) 

EXTENDED  MATU- 
RITY VALUE  (17  years 
and  9  months  from 
issue  date) (12/1/77) 


27.35 

54.70 

109. 40 

218. 80 

547.00 

1,094.00 

10, 940 

27. 92 

55.84 

111.68 

223. 36 

558. 40 

1,116.80 

11,168 

28. 53 

57.06 

114.12 

228. 24 

570. 60 

1,141.20 

11,412 

29.17 

58.34 

116.68 

233. 36 

583. 40 

1,166.80 

11,668 

29.84 

59.68 

119.36 

238.  72 

596. 80 

1,193.60 

11,936 

30. 52 

61.04 

122. 08 

244. 16 

610.40 

1,220.80 

12, 208 

31.24 

62.48 

124  96 

249. 92 

624. 80 

1,249.60 

12, 496 

31. 99 

63.98 

127. 96 

255. 92 

639. 80 

1,279.60 

12,  796 

32.78 

65.56 

131.12 

262.24 

655.60 

1,311.20 

13,112 

33  59 

67.18 

134. 36 

268.  72 

671.80 

1,343.60 

13, 436 

34.44 

68.88 

137.  76 

275. 52 

688. 80 

1,377.60 

13,  776 

35.32 

70.64 

141. 28 

282. 56 

706.40 

1,412.80 

14, 128 

36.26 

72.62 

145. 04 

290.08 

725. 20 

1,450.40 

14,504 

37.21 

74.42 

148.84 

297. 68 

744. 20 

1,488.40 

14, 884 

38.22 

76.44 

152. 88 

305. 76 

764. 40 

1,528.80 

15,288 

39.27 

78.54 

157.08 

314.16 

785. 40 

1,570.80 

15,  708 

40.75      81.50      163.00       326.00      815.00      1,630.00      16,300 


4.18 

5.05 

4.17 

5.11 

4.21 

5.16 

4.25 

5.21 

4.20 

5.26 

4.32 

5.33 

4.36 

5.39 

4.40 

5.45 

4.44 

5.52 

4.48 

5.60 

4.52 

5.69 

4.66 

5.80 

4.61 

5.92 

4.65 

6.15 

4.69 

6.51 

4.73 

7.54 

'4.87  -... 

'  Month,  day,  and  year  on  which  issues  of  Mar.  1,  1960,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.42  percent. 
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TABLE  59 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  AUGUST  1,  1960 


Issue  price $18.75    $37.50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  7  years 
9  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 

redemption 

value  at 

start  of  the 

extended 

maturity 

—      period 

to  the 

beginning 

of  each 

half-year 

period 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  ^ 


First  }i  year '(3/1/68) 

i^tol  year (0/1/68) 

1  to  1}^  years (3/1/69) 

IM  to  2  years (9/1/69) 


$25.23  $50.46  $100.92  $201.84  $504.60  $1,009.20  $10,092 

25.75  61.50  103.00  206.00  515.00  1,030.00  10,300 

26.29  52.58  105.16  210.32  525.80  1,051.60  10,516 

26.83  53.66  107.32  214.64  536.60  1,073.20  10,732 


Percent 
0.00 
4.12 
4.16 
4.14 


Percent 
4.25 
4.26 
4.26 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


2  to  2]-i  years. . 

.,..(3/1/70) 

27.40 

54.80 

109.  60 

219. 20 

548. 00 

1, 096. 00 

10, 960 

4.17 

5.05 

2}^  to  3  years.. 

.---(9/1/70) 

27. 98 

55.96 

111.92 

223. 84 

559.  60 

1, 119. 20 

11, 192 

4.18 

5.10 

3  to  3^2  years. . 

....(3/1/71) 

28.59 

57.18 

114.36 

228.  72 

571.80 

1, 143. 60 

11,436 

4.21 

5.16 

3J4to4  years.. 

..-(9/1/71) 

29.23 

58.46 

116.92 

233. 84 

584.  60 

1, 169. 20 

11, 692 

4.25 

5.21 

4  to  i'A  years. . 

....(3/1/72) 

29.90 

59.80 

119.60 

239.  20 

598. 00 

1, 196. 00 

11,960 

4.29 

5.26 

4H  to  5  years.. 

..-(9/1/72) 

30.58 

61.16 

122.  32 

244.64 

611.  60 

1,223.20 

12,232 

4.32 

5.33 

5  to  5J4  years.. 

....(3/1/73) 

31.30 

62. 60 

125. 20 

250. 40 

626. 00 

1,252.00 

12, 520 

4.36 

5.39 

5H  to  6  years.. 

....(9/1/73) 

32.05 

64.10 

128. 20 

256. 40 

641.00 

1, 282. 00 

12. 820 

4.40 

5.45 

6  to  6}4  years.. 

.---(3/1/74) 

32.83 

65.66 

131. 32 

262.64 

656.  60 

1, 313.  20 

13, 132 

4.44 

5.53 

6H  to  7  years. . 

....(9/1/74) 

33.65 

67.30 

134. 60 

269. 20 

673. 00 

1, 346. 00 

13, 460 

4.48 

5.60 

7  to  7J^  years.. 

.  —  (3/1/75) 

34.50 

69.00 

138.00 

276. 00 

090.00 

1, 380. 00 

13,800 

4.52 

5.69 

7J4to8years.. 

....(9/1/75) 

35.39 

70.78 

141.  56 

283. 12 

707.  80 

1,415.60 

14, 156 

4.56 

5.80 

8  to  8H  years.. 

-.-(3/1/76) 

36.32 

72.64 

145. 28 

290.  56 

726.40 

1, 452. 80 

14,  .528 

4.61 

5.94 

81^  to  9  years.. 

....(9/1/76) 

37.28 

74.56 

149. 12 

298. 24 

745.  60 

1,491.20 

14,912 

4.65 

6.16 

9  to  9^  years.. 

....(3/1/77) 

38.28 

76.56 

153.12 

306. 24 

765.  60 

1,531.20 

15, 312 

4.69 

6.55 

d}4  to  10  years. 

..--(9/1/77) 

39.33 

78.66 

157. 32 

314. 64 

786.  60 

1, 573. 20 

15, 732 

4.73 

7.63 

EXTENDED 

MATU- 

RITY  VALUE  (17  years 

and  9  months  from 

issue  date).. 

....(3/1/78) 

40.83 

81.66 

163.32 

326.64 

816.60 

1.633.20 

16,332 

3  4.87  -     . 

'  Month,  day,  and  year  on  which  issues  of  June  1,  1960,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.43  percent. 
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TABLE  60 
BONDS  BEARING  ISSUE  DATES  FROM  SEPTEMBER  1  THROUGH  NOVEMBER  1,  1960 


Issneprice $18.75    $37.50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  7  years 
9  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


Firsts  year •  (6/1/68)     $25.23    $50.46    $100.92    $201.84    $504.60    $1,009.20    $10,092 

J^tolyear (12/1/68)      25.75      51.50      103.00      206.00      515.00      1,030.00      10,300 

1  to  13^  years (6/1/69)      26.29      52.58      105.16      210.32      525.80      1,051.60      10,516 


(2)  On  the 

redemption 

(3)  On 

value  at 

current 

start  of  the 

redemp- 

extended 

tion  value 

maturity 

from 

period 

beginning 

to  the 

of  each 

beginning 

half-year 

of  each 

period  to 

half-year 

extended 

period 

maturity  - 

thereafter 

Percent 

Percent 

0.00 

4.25 

4.12 

4.26 

4.16 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


1\4  to  2  years.. 

...(12/1/69) 

26.84 

53.68 

107.  36 

214.  72 

536. 80 

1, 073. 60 

10. 736 

2to2>$years.. 

....(6/1/70) 

27.41 

M.82 

109.64 

219.  28 

548.20 

1,096.40 

10, 964 

2K  to  3  years. . 

...(12/1/70) 

28.01 

56.02 

112.  04 

224. 08 

560.  20 

1, 120. 40 

11,204 

3  to  33^  years.. 

....(6/1/71) 

28.63 

57.26 

114.  52 

229.04 

572.  60 

1, 145.  20 

11,452 

31^  to  4  years.. 

..-(12/1/71) 

29.28 

58.56 

117. 12 

234. 24 

585.  60 

1,171.20 

11,712 

4  to  4K  years.. 

....(6/1/72) 

29.96 

59.92 

119.84 

239. 68 

599.  20 

1, 198.  40 

11,984 

4J^  to  5  years.. 

...(12/1/72) 

30.65 

61.30 

122. 60 

245.  20 

613.00 

1,226.00 

12,260 

5  to  5}^  years.. 

.-..(6/1/73) 

31.38 

62.76 

125.  52 

251.04 

627. 60 

1, 255.  20 

12,  552 

5J^  to  6  years.. 

...(12/1/73) 

32.14 

64.28 

128.  56 

257.  12 

642.80 

1, 285.  60 

12. 856 

6  to  6^  years.. 

....(6/1/74) 

32.94 

65.88 

131.  76 

263.  52 

658. 80 

1, 317.  60 

13, 176 

6}4  to  7  years.. 

...(12/1/74) 

33.76 

67.52 

135.04 

270.  08 

675. 20 

1,350.40 

13,504 

7to7>^  years.. 

....(6/1/75) 

34.62 

69.24 

138.  48 

276. 96 

692.  40 

1,384.80 

13,848 

lyi  to  8  years. . 

...(12/1/75) 

3i.  52 

71.04 

142.  08 

284.16 

710.40 

1, 420. 80 

14,208 

8to8>$years.. 

....(6/1/76) 

3a  46 

72.92 

145.84 

291.  68 

729.  20 

1, 458.  40 

14,584 

8J^  to9  years.. 

...(12/1/76) 

37.43 

74.86 

149.  72 

299. 44 

748.  60 

1, 497. 20 

14, 972 

9  to  9>^  years.. 

....(6/1/77) 

38.44 

76.88 

153.76 

307.  52 

768. 80 

1,  537.  60 

15, 376 

9>^  to  10  years.  _  (12/1/77) 

39.50 

79.00 

158.00 

316.  00 

790.  00 

1,  580.  00 

15,800 

EXTENDED 

MATU- 

RITV  VALUE  (17  years 

and  9  months  from 

issue  date).. 

....(6/1/78) 

41.00 

82.00 

161.00 

328.00 

820.00 

1,640.00 

16,400 

4.17 

5.05 

4.19 

5.10 

4.23 

5.15 

4.26 

5.20 

4.30 

5.25 

4.34 

5.30 

4.37 

5.36 

4.41 

5.42 

4.45 

5.48 

4.49 

5.55 

4.53 

5.63 

4.57 

5.72 

4.61 

5.82 

4.66 

5.95 

4.69 

6.17 

4.73 

6.55 

4.77 

7.59 

4.91 

>  Month,  day,  and  year  on  which  issues  of  Sept.  1,  1960  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.46  percent. 
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TABLE  61 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1960,  THROUGH  FEBRUARY  1,  1961 


Issue  price 

$18.75 

$37.50 

$75.00    1 

$150.00    : 

$375.00 

$750.00 

$7,500 

Approximate  Invest- 

Denomination  

25.00 

50.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(2)  On  the 

redemption 

(3)  On 

(1)  Redemption  values  during  each  half-year  period 

value  at 

current 

(values  i 

increase  on  first  day  of  period  shown) 

start  of  the 

redemp- 

Period after  original  ma- 

extended 

tion  value 

turity  (beginning  7  years 

maturity 

from 

9    months    after    issue  - 

period 

beginning 

date) 

to  the 
beginning 

of  each 
half-year 

EXTENDED 

MATURITY  PERIOD 

of  each 

period  to 

half-year 

extended 

period 

maturity  2 

thereafter 

Percent 

Percent 

Firsts  year H9/1/68) 

$25. 28 

$50.  56 

$101.12 

$202. 24 

$505. 60 

$1,  Oil.  20 

$10, 112 

0.00 

4.25 

Jitolyear (3/1/69) 

25.80 

51.60 

103. 20 

206. 40 

516.  00 

1, 032. 00 

10,320 

4.11 

4.26 

1  to  IH  years (9/1/69) 

26.34 

52.68 

105. 36 

210. 72 

526. 80 

1, 053.  60 

10,  536 

4.15 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June 

1, 1969,  revision 

1}^  to  2  years (3/1/70) 

26.90 

53.80 

107.60 

215. 20 

538.00 

1, 076. 00 

10,760 

4.18 

5.04 

2  to  23^  years (9/1/70) 

27.47 

54.94 

109.88 

219. 76 

549.40 

1,  098. 80 

10,988 

4.20 

5.09 

IVi  to  3  years (3/1/71) 

28.06 

56.12 

112.24 

224.48 

561.20 

1,122.40 

11,224 

4.22 

5.15 

3  to  3H  years (9/1/71) 

28.69 

57.38 

114.76 

229.  52 

573. 80 

1,147.60 

11,476 

4.26 

5.19 

3K  to  4  years (3/1/72) 

29.34 

58.68 

117.36 

234. 72 

586. 80 

1, 173. 60 

11,736 

4.30 

5.25 

4  to  414  years (9/1/72) 

30.01 

60.02 

120.  04 

240. 08 

600. 20 

1, 200. 40 

12,004 

4.33 

5.30 

4M  to  5  years (3/1/73) 

30.71 

61.42 

122. 84 

245. 68 

614. 20 

1, 228. 40 

12, 284 

4.37 

5.36 

5  to  51^  years (9/1/73) 

31.44 

62.88 

125.  76 

251.  52 

628. 80 

1,  2.57. 60 

12,  576 

4.41 

5.42 

53^  to  6  years (3/1/74) 

32.21 

64.  42 

128.84 

257. 68 

644. 20 

1, 288. 40 

12, 884 

4.45 

5.48 

6  to  634  years (9/1/74) 

33.00 

66.00 

132. 00 

264. 00 

660. 00 

1, 320. 00 

13,200 

4.49 

5.55 

634  to  7  years (3/1/75) 

33.83 

67.66 

135. 32 

270. 64 

676. 60 

1, 353. 20 

13,  532 

4.53 

5.63 

7  to  734  years (9/1/75) 

34.69 

69.38 

138.  76 

277. 52 

693. 80 

1,387.60 

13, 876 

4.57 

5.72 

734  to  8  years (3/1/76) 

35.59 

71.18 

142. 36 

284. 72 

711.80 

1,423.60 

14, 236 

4.61 

5.82 

8  to  834  years (9/1/76) 

36.  52 

73.04 

146.  08 

292. 16 

730.  40 

1,  460. 80 

14, 608 

4.65 

5.97 

83^  to  9  years (3/1/77) 

37.50 

75.00 

150. 00 

300. 00 

750.00 

1,  500. 00 

15, 000 

4.69 

6.17 

9  to  934  years (9/1/77) 

38.52 

77.04 

154.08 

308. 16 

770. 40 

1,  540. 80 

15,408 

4.73 

6.54 

934  to  10  years (3/1/78) 

39.59 

79.18 

158. 36 

316. 72 

791. 80 

1,583.60 

15,836 

4.78 

7.53 

EXTENDED  MATU- 

RITY VALUE  (17  years 

and  9  months  from 

issue  dale) (9/1/78) 

41.08 

82.16 

164.32 

328.64 

821.60 

1,643.20 

16,432 

M.91 

•  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1960,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.47  percent. 
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TABLE  62 

BONDS  BEARING  ISSUE  DATES  FROM  MARCH  1  THROUGH  MAY  1,  1961 


Issueprice $18.75    $37.50 

Denomination 25.00     50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  7  years 
9  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


First  H  year.. .1  (12/1/68)     $25.28    $50.56    $101.12    $202.24    $505.60    $1,011.20    $10,112 
Htolyear (6/1/69)      25.80      51.60      103.20      206.40      516.00      1,032.00      10,320 


(2)  On  the 

redemption 

(3)  On 

value  at 

current 

start  of  the 

redemp- 

extended 

tion  value 

maturity 

from 

period 

beginning 

to  the 

of  each 

beginning 

half-year 

of  each 

period  to 

half-year 

extended 

period 

maturity ' 

thereafter 

Percent 

Percent 

0.00 

4.25 

4.11 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


ItoVA  years.... (12/ 1/69) 
13^  to  2  years (6/1/70) 

2  to  2H  years.... (12/1/70) 
2'A  to  3  years (6/1/71) 

3  to  334  years (12/1/71) 

3Hto4  years (6/1/72) 

4to4K  years (12/1/72) 

434  to  5  years (6/1/73) 

5  to  534  years (12/1/73) 

53410  6  years (6/1/74) 

6  to  634  years (12/1/74) 

63^  to  7  years (6/1/75) 

7  to  734  years (12/1/75) 

73i2to8  years (6/1/76) 

8  to  834  years (12/1/76) 

83ito9  years (6/1/77) 

9  to  934  years (12/1/77) 

934  to  10  years (6/1/78) 

EXTENDED  MATU- 
RITY VALUE  (17  years 
and  9  months  from 
issue  date) (12/1/78) 


26.35 

52.70 

105. 40 

210. 80 

527.00 

1,  OM.  00 

10,540 

4.19 

5.04 

26.91 

53.82 

107.64 

215.28 

538. 20 

1, 076.  40 

10, 764 

4.21 

5.09 

27.49 

54.98 

109.96 

219.  92 

549.80 

1,099.60 

10,996 

4.23 

5.14 

28.10 

56.20 

112.40 

224. 80 

562.00 

1, 124.  00 

11,240 

4.28 

5.18 

28.74 

57.48 

114.96 

229. 92 

574.80 

1,149.60 

11,496 

4.32 

5.23 

29.39 

58.78 

117.56 

235. 12 

587.80 

1,175.60 

11,756 

4.35 

5.28 

30.07 

60.14 

120. 28 

240.  56 

601. 40 

1,202.80 

12, 028 

4.39 

5.34 

30.79 

61.58 

123.16 

246.32 

615.80 

1,231.60 

12,316 

4.43 

5.39 

31.53 

63.06 

126.12 

252.  24 

630. 60 

1,261.20 

12,612 

4.47 

5.45 

32.30 

64.60 

129.20 

258. 40 

646.00 

1,292.00 

12, 920 

4.51 

5.51 

33.11 

66.22 

132.44 

264.88 

662. 20 

1, 324. 40 

13, 244 

4.55 

5.57 

33.94 

67.88 

135. 76 

271.  52 

678. 80 

1, 357. 60 

13, 576 

4.58 

5.65 

34.81 

69.62 

139. 24 

278.48 

696.20 

1,392.40 

13,  924 

4.62 

5.74 

35.72 

71.44 

142.88 

285. 76 

714. 40 

1,428.80 

14,288 

4.66 

5.84 

36.66 

73.32 

146. 64 

293. 28 

733.  20 

1,466.40 

14. 664 

4.70 

5.99 

37.64 

75.28 

150.56 

301. 12 

752. 80 

1,505.60 

15,056 

4.74 

6.20 

38.67 

77.34 

154.68 

309.36 

773. 40 

1,  546. 80 

15,468 

4.78 

6.56 

39.74 

79.48 

158.96 

317.92 

794.80 

1,589.60 

15,896 

4.82 

7.60 

41.25 

82.50 

165.00 

330.00 

825.00 

1.650.00 

16.500 

3 4.96  .... 

1  Month,  day,  and  year  on  which  issues  of  Mar.  1,  1961,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  extended  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

3  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.49  percent. 
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TABLE  63 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  AUGUST  1,  1961 


lasue  price $18.75 

Denomination 25.00 


$37.50 
50.00 


$75.00    $150.00    $375.00 
100.00      200.00      500.00 


$750.00 
1.000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  original  ma- 
turity (beginning  7  years 
9  months  after  issue 
date) 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  at 

start  of  the 

extended 

maturity 

period 

to  the 
beginning 

of  each 
half-year 

period 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
extended 
maturity  2 


First  J.^  year  1 (3/1/69) 

}^  to  1  year (9/1/69) 


$25. 34    $50. 68    $101. 36 
25.87      51.74      103.48 


$202.72    $506.80    $1,013.60 
206. 96      517. 40      1, 034. 80 


10, 136 
10,348 


Percent 
0.00 
4.18 


Percent 
4.25 
5.00 


Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


Ito  IJ^  years (3/1/70) 

13^  to  2  years (9/1/70) 

2  to  2}^  years (3/1/71) 

2>^  to  3  years (9/1/71) 

3to3>iyears (3/1/72) 

3Kto4  years (9/1/72) 

4  to  43-^  years (3/1/73) 

4J4  to  5  years (9/1/73) 

5  to  5'A  years (3/ 1/74) 

b^i  to  6  years (9/ 1/74) 

6  to  63^  years (3/1/75) 

6H  to  7  years (9/1/75) 

7  to  ~14  years (3/1/76) 

71/$  to  8  years (9/1/76) 

8  to  83^  years (3/1/77) 

83^  to  9  years (9/1/77) 

9  to  93^  years (3/1/78) 

93^  to  10  years (9/1/78) 

EXTENDED  MATU- 
RITY VALUE  (17  years 
and  9  months  from 
issue  date) (3/1/79) 


26.41 

52.82 

105.64 

211.28 

528.  20 

1,056.40 

10,564 

4.18 

5.05 

26.97 

53.94 

107.88 

215.  76 

539.40 

1,  078. 80 

10,788 

4.20 

5.09 

27.56 

55.12 

110.24 

220. 48 

551.  20 

1, 102. 40 

11,024 

4.24 

5.14 

28.17 

56.34 

112.68 

225. 36 

563. 40 

1, 126. 80 

11,268 

4.28 

5.19 

28.80 

57.60 

115.20 

230. 40 

576.00 

1, 152.  00 

11,520 

4.31 

5.24 

29.46 

58.92 

117.84 

235.  68 

589.20 

1,178.40 

11,784 

4.35 

5.29 

30.  15 

60.30 

120.  60 

241.20 

603.00 

1,  206.  00 

12,060 

4.39 

5.34 

30.86 

61.72 

123. 44 

246.  88 

617.  20 

1, 234. 40 

12.344 

4.43 

5.40 

31.61 

63.22 

126.44 

252.  88 

632. 20 

1, 264. 40 

12, 644 

4.47 

5.45 

32.38 

64.76 

129.  52 

259. 04 

647.60 

1, 295. 20 

12. 952 

4.51 

5.51 

33.19 

66.38 

132.  76 

265.  52 

663. 80 

1, 327.  60 

13, 276 

4.55 

5..W 

34.03 

68.06 

136. 12 

272.24 

680. 60 

1,361.20 

13, 612 

4.59 

5.65 

34.90 

69.80 

139. 60 

279.  20 

698.00 

1, 396.  00 

13,960 

4.63 

5.74 

35.81 

71.62 

143. 24 

286. 48 

716.  20 

1,432.40 

14, 324 

4.66 

5.85 

36.76 

73.52 

147.04 

294.08 

735. 20 

1,470.40 

14,704 

4.70 

5.98 

37.75 

75.50 

151.00 

302.00 

75,'>.00 

1, 510.  00 

15,100 

4.74 

6.18 

38.77 

77.54 

155.08 

310. 16 

775. 40 

1,  550.  80 

15,508 

4.78 

6.57 

39.84 

79.68 

159. 36 

318. 72 

796. 80 

1,  593.  60 

15, 936 

4.82 

7.63 

41.36      82.72      165.44      330.88      827.20      1,654.40      16,544 


'  Month,  day,  and  year  on  which  issues  of  June  1, 1961,  enter  each  period.  For  subsequent  issue  months  add  the  ap- 
propriate number  of  months. 
2  Based  on  extended  maturity  value  In  effect  on  the  beginning  date  of  the  half-year  period. 
^  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.51  percent. 
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TABLE  64 

BONDS  BEARrNG  ISSUE  DATES  FROM  SEPTEMBER  1  THROUGH  NOVEMBER  1,  1961 


$18.75 

$37.50 

$75.00 

$150.00 

$375.00 

$750.00 
1.000.00 

$7,500 
10.000 

Approximate  invest- 
ment yield 

Denomination. 



.    25.00 

50.00 

100.00 

200.00 

500.00 

(2)  On  the 

redemption 

(3)  On 

value  at 

current 

start  of 

redemp- 

each ma- 
turity or 
extended 

tion  value 

from 
beginning 

Period  after 

issue  date 

(1)  Redemption  values  during  each  half-year  period  ' 

(values 

merease  on  first  day  of  period  shown) 

maturity 

of  each 

period  to 

half-year 

beginning 

period  ' 

of  each 

(a)  to 

half-year 

maturity  3 

period  i 

thereafter 

Perccni 

Percent 

First  H  year  2.. 

---(9/1/61) 

$18. 75 

$37. 50 

$75. 00 

$150. 00 

$375. 00 

$750. 00 

$7, 500 

0.00 

3.75 

J^tol  year 

--.(3/1/62) 

18.91 

37.82 

75.64 

151. 28 

378. 20 

756. 40 

7,564 

1.71 

3.89 

1  to  IH  years.. 

..-(9/1/62) 

19.19 

38.38 

76.76 

153. 52 

383. 80 

767.60 

7,676 

2.33 

3.96 

IH  to  2  years.. 

...(3/1/63) 

19.51 

39.02 

78.04 

156. 08 

390. 20 

780. 40 

7,804 

2.67 

4.01 

2  to  2)^  years.. 

-..(9/1/63) 

19.90 

39.80 

79.60 

159. 20 

398. 00 

796.00 

7,960 

3.00 

4.01 

2>^  to  3  years.. 

..-(3/1/64) 

20.28 

40.56 

81.12 

162. 24 

405.60 

811. 20 

8,112 

3.16 

4.03 

3  to  3H  years.. 

-.-(9/1/64) 

20.66 

41.32 

82.64 

165. 28 

413. 20 

826.40 

8,264 

3.26 

4.05 

3}4  to4  years- - 

-..(3/1/65) 

21.07 

42.14 

84.28 

168.  56 

421.40 

841. 80 

8,428 

3.36 

4.06 

4  to  4}^  years... 

-.-(9/1/65) 

21.50 

43.00 

86.00 

172. 00 

430. 00 

860.00 

8,600 

3.45 

4.06 

i]4  to  5  years. . 

---(3/1/66) 

21.95 

43.90 

87.80 

175. 60 

439. 00 

878. 00 

8,780 

3.53 

4.44 

5  to  5}4  years.. 

-.-(9/1/66) 

22.41 

44.82 

89.64 

179. 28 

448. 20 

896.40 

8,964 

3.60 

4.49 

5H  to  6  years.. 

.-.(3/1/67) 

22.89 

45.78 

91.56 

183. 12 

457. 80 

915. 60 

9,156 

3.66 

4.53 

6  to  6J^  years. . . 

..-(9/1/67) 

23.38 

46.76 

93. 52 

187  04 

467.60 

935. 20 

9,352 

3.71 

4.61 

6J^  to7  years... 

..-(3/1/68) 

23.91 

47.82 

95.64 

191.28 

478.  20 

956. 40 

9,564 

3.78 

4.64 

7  to  lyi  years... 

---(9/1/68) 

24.46 

48.92 

97.84 

195. 68 

489. 20 

978. 40 

9,784 

3.83 

4.77 

7H  years  to  7  years  and  9 

months 

--(3/1/69) 

25.02 

50.04 

100. 08 

200. 16 

500. 40 

1, 000. 80 

10, 008 

3.88 

5.15 

MATURITY  VALUE 

(7  years  and  9  months 

from  issue  ilate).(6/l/69) 

25.34 

50.68 

101.36 

202.72 

506.80 

1.013.60 

10. 136 

3.92 

.... 

(b)  to  ex- 

Period after  maturity  date 

EXTENDED  MATURITY  ] 

PERIOD 

tended 

0.00 

maturity ' 

^'TSt^yenT.... 

.--(6/1/69) 

$25.34 

$50.68    ; 

$101.36 

$202. 72 

$506. 80 

$1,013.60    : 

$10, 136 

5.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1 

'.,  1969,  revision 

H  to  1  year (12/1/69) 

1  to  1V$  years (6/1/70) 

VA  to  2  years (12/1/70) 

2  to  2H  years (6/1/71) 

21^  to  3  years (12/1/71) 

3to3J4years (6/1/72) 

3H  to  4  years (12/1/72) 

4  to  iVi  years (6/1/73) 

4H  to  5  years (12/1/73) 

5  to  5^  years (6/1/74) 

5J^  to  6  years (12/1/74) 

6  to  6H  years (6/1/75) 

6}^  to  7  years (12/1/75) 

7  to  7H  years (6/1/76) 

7H  to  8  years (12/1/76) 

8  to  8}^  years (6/1/77) 

8H  to  9  years (12/1/77) 

9  to  9}^  years (6/1/78) 

9H  to  10  years- --(12/1/78) 
EXTENDED  MATU- 
RITY VALUE  (17  years 
and  9  months  from 
issue  date) (6/1/79) 


25.97 

51.94 

103.88 

207.  76 

519. 40 

1,038.80 

10,388 

26.62 

53.24 

106.48 

212. 96 

532. 40 

1,064.80 

10,648 

27.29 

54.58 

109. 16 

218. 32 

545.  80 

1,091.60 

10,916 

27.97 

55.94 

111.88 

223. 76 

559.  40 

1, 118. 80 

11,188 

28.67 

57.34 

114.68 

229. 36 

573. 40 

1, 146. 80 

11,468 

29.39 

58.78 

117.56 

235. 12 

587. 80 

1, 175. 60 

11,756 

30.12 

60.24 

120.48 

240.96 

602. 40 

1,204.80 

12,048 

30.87 

61.74 

123. 48 

246.96 

617.40 

1, 234. 80 

12, 348 

31.65 

63.30 

126. 60 

253. 20 

633. 00 

1,266.00 

12,660 

32.44 

64.88 

129. 76 

259  52 

648. 80 

1,297.60 

12, 976 

33.25 

66.50 

133. 00 

266.00 

665. 00 

1, 330. 00 

13,300 

34.08 

68.16 

136. 32 

272.64 

681.60 

1,363.20 

13, 632 

34.93 

69.86 

139.  72 

279.  44 

698. 60 

1,397.20 

13,972 

35.80 

71.60 

143. 20 

286. 40 

716.00 

1, 432. 00 

14,320 

36.70 

73.40 

146.80 

293.60 

734.00 

1, 468. 00 

14,680 

37.62 

75.24 

150. 48 

300.96 

752. 40 

1,504.80 

15,048 

38.56 

77.12 

154. 24 

308. 48 

771. 20 

1,542.40 

15,424 

39.62 

79.04 

158. 08 

316. 16 

790.40 

1, 580. 80 

15,808 

40.51 

81.02 

162.04 

324.08 

810. 20 

1, 620. 40 

16,204 

41.52      83.04      166.08      332.16      830.40      1,660.80      16,608 


4.97 

5.00 

4.99 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

4.99 

5.00 

4.99 

5.00 

5.00 

5.00 

4.99 

5.00  .... 

'  3-month  period  in  the  case  of  the  7H-year  to  7-year  and  9-month  period. 

2  Month,  day,  and  year  on  which  issues  of  Sept.  1, 1961,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

3  Based  on  maturity  value  (or  extended  maturity  value)  in  effect  on  the  beginning  date  of  the  half-year  period. 
*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.53  percent. 
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TABLE  65 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER 


1961.  THROUGH  MAY  1,  1962 


Issue  price - -  $18.75    $37.50 

Denomination ---    25.00      50.00 


$75.00 
100.00 


$150.00    $375.00 
200.00      500.00 


$750.00 
1,000.00 


$7,500 
10,000 


Approximate  invest- 
ment yield 


Period  after  issue  date 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


(2)  On  the 
redemption 

value  at 

start  of 
each  ma- 
turity or 
extended 
maturity 
period  to 
beginning 

of  each 
half-year 

period  i 
thereafter 


(3)  On 
current 
redemp- 
tion value 

from 

beginning 

of  each 

half-year 

period  ' 

(a)  to 

maturity  ^ 


FirstJ^year 2(12/1/61)  $18.75  $37.50  $75.00  $150.00  $375.00  $750.00  $7,500 

Mtolyear (6/1/62)  18.91  37.82  75.64  151.28  378.20  756.40  7,564 

1  to  1}^  years (12/1/62)  19.10  38.38  76.76  153.52  383.80  767.60  7,676 

IH  to  2  years (6/1/63)  19.51  39.02  78.04  156.08  390.20  780.40  7,804 

2  to  2H  years  ...(12/1/63)  19.90  30.80  79.60  159.20  398.00  796.00  7,960 
2}^  to  3  years (6/1/64)  20.28  40.56  81.12  162.24  405.60  811.20  8,112 

3  to  3"^  years  ...(12/1/64)  20.66  41.32  82.64  165.28  413.20  826.40  8,264 
3H  to  4  years (6/1/65)  21.07  42.14  84.28  168.56  421.40  842.80  8,428 

4  to  414  years (12/1/65)  21.50  43.00  86.00  172.00  430.00  860.00  8,600 

4Hto5years (6/1/66)  21.96  43.92  87.84  175.68  439.20  878.40  8,784 

5  to  5J^  years (12/1/66)  22.42  44.84  89.68  179.36  448.40  896.80  8,968 

51^  to  6  years (6/1/67)  22.91  45.82  91.64  183.28  458.20  916.40  9,164 

6  to  63^  years   ...(12/1/67)  23.42  46.84  93.68  187.36  468.40  936.80  9,368 
6J^to7years (6/1/68)  23.95  47.90  95.80  191.60  479.00  958.00  9,580 

7  to  7J^  years (12/1/68)  24.50  49.00  98.00  196.00  490.00  980.00  9,800 

V/2  years  to  7  years  and  9 

months (6/1/69) 

MATURITY  VALUE 
(7  years  and  9  months 
from  issue  date). (9/1/69) 


25.07      50.14       100.28      200.56      501.40      1,002.80      10,028 


25.41      50.82      101.64      203.28      508.20      1,016. 40      10,164 


Period  after  maturity  date 


EXTENDED  MATURITY  PERIOD 


Percent 
0.00 
1.71 
2.33 
2.67 
3.00 
3.16 
3.26 
3.36 
3.45 
3.54 
3.61 
3.68 
3.74 
3.80 
3.86 

3.91 


Percent 
3.75 
3.89 
3.96 
4.01 
4.01 
4.03 
4.05 
4.06 
4.46 
4.  49 
4.55 
4.58 
4.62 
4.  79 
4.92 

5.46 


(b)  to  ex- 
tended 
maturity  3 


First  J^  year (9/1/69)      25.41      50.82      101.64     203.28      508.20      1,016.40      10,164  0.00 

Redemption  values  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


J^  to  1  year  . . . 

(3/1/70) 

26.04 

52.08 

104.16 

208.  32 

520. 80 

1,041.60 

10,416 

4.96 

5.00 

1  to  IH  years.. 

--(9/1/70) 

26.  69 

53.38 

106.76 

213.  52 

533.  80 

1,067.60 

10, 676 

4.98 

5.00 

IH  to  2  years. . 

.--.(3/1/71) 

27. 36 

54.72 

109.44 

218.  88 

547.20 

1, 094.  40 

10, 944 

4. 99 

5.00 

2  to  2^2  years.. 

--(9/1/71) 

28.05 

56.10 

112.20 

224. 40 

561.00 

1, 122. 00 

11,220 

5.00 

5.00 

2)^  to  3  years.. 

--(3/1/72) 

28.75 

57.50 

115.00 

230.00 

575.00 

1,150.00 

11,500 

5.00 

5.00 

3  to  3>2  years. . 

.  —  (9/1/72) 

29.47 

58.94 

117.88 

235.  76 

589. 40 

1, 178.  80 

11,788 

5.00 

5.00 

3Mto4  years.. 

.--(3/1/73) 

30.20 

60.40 

120.  80 

241.  60 

604.00 

1, 208.  00 

12, 080 

5.00 

5.00 

4  to  iVi  years. . 

,  —  (9/1/73) 

30.96 

61. 92 

123. 84 

247. 68 

619. 20 

1, 238. 40 

12,384 

5.00 

5.00 

4H  to  5  years.. 

....(3/1/74) 

31.73 

63.46 

126. 92 

253.84 

634.60 

1, 269. 20 

12.692 

5.00 

5.00 

5  to  5H  years.. 

..-(9/1/74) 

32.  53 

65.06 

130. 12 

260.24 

650.60 

1,  301. 20 

13,012 

5.00 

5.00 

5H  to  6  years.. 

....(3/1/75) 

33.34 

66.68 

133. 36 

266.  72 

666.  80 

1,333.60 

13,336 

5.00 

5.00 

6  to  6J^  years. . 

.--.(9/1/75) 

34.17 

68.34 

136.  68 

273.  36 

683.40 

1, 366.  80 

13,668 

5.00 

5.00 

6J^  to  7  years. . 

.--(3/1/76) 

35.03 

70.06 

140. 12 

280. 24 

700.60 

1,401.20 

14,012 

5.00 

5.00 

7  to  VA  years. . 

..-.(9/1/76) 

35.90 

71.80 

143. 60 

287. 20 

718.00 

1,436.00 

14.360 

5.00 

5.01 

7H  to  8  years.. 

....(3/1/77) 

36.80 

73.60 

147. 20 

294.40 

736.00 

1, 472. 00 

14, 720 

5.00 

5.00 

8  to  8)^  years.. 

....(9/1/77) 

37.  72 

75.44 

150.88 

301.76 

754.40 

1,  508.  80 

15, 088 

5.00 

5.01 

8H  to  9  years.. 

.--(3/1/78) 

38.66 

77. 32 

154.64 

309.28 

773. 20 

1,  546.  40 

15,464 

5.00 

5.01 

9  to  9 J^  years.. 

.--(9/1/78) 

39.63 

79.26 

158.  52 

317.04 

792.60 

1, 585. 20 

15,852 

5.00 

5.01 

91/^  to  10  years. 

....(3/1/79) 

40. 62 

81.24 

162. 48 

324.96 

812.  40 

1, 624. 80 

16, 248 

5.00 

5.02 

EXTENDED 

MATU- 

RITY  VALUE  (17  years 

and  9  months  from 

....(9/1/79) 

41.64 

83.28 

166.56 

333.12 

832.80 

1,665.60 

16.656 

»5.00 

'  3-month  period  in  the  case  of  the  7}^-year  to  7-year  and  9-month  period. 

•  Month,  day.  and  year  on  which  issues  of  Dec.  1,  1961,  enter  each  period.  For  subsequent  issue  months  add  the 
appiopriate  number  of  months. 
3  Based  on  maturity  value  (or  extended  maturity  value)  in  effect  on  the  beginning  date  of  the  half-year  period. 
<  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.55  percent. 
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TABLE  66 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  I.  1962 

Issueprice ...$18.75    $37.50      $75.00      $150.00  $375.00       $750.00      $7,500      Approximate  invest- 

Denomination 25.00     50.00      100.00      200.00     500.00      1,000.00      10,000  ment  yield 


Period  after  issue  date 


(2)  On  the 

redemption 

(3)  On 

value  at 

current 

start  of 

redemp- 

each ma- 

tion value 

turity  or 

from 

(1) 

Redemption  values  during  each  half-year  period' 

e.\tended 

beginning 

(values 

mcrcase  on  first  day  of  period  shown) 

maturity 

of  each 

period  to 

half-year 

beginning 

period' 

of  each 

(a)  to 

half-year 

maturity  3 

period ' 

thereafter 

Percent 

Percent 

$18.  75 

$37. 50 

$75.00 

$150.  00 

$375.  00 

$750.  00 

$7,500 

0.00 

3.75 

18.  91 

37.82 

75.64 

151.28 

378. 20 

756. 40 

7,564 

1.71 

3.89 

in.  19 

38.38 

76.76 

153.  52 

383.80 

767. 60 

7,676 

2.33 

3.96 

19.51 

39.02 

78.04 

156.  08 

390. 20 

780. 40 

7,804 

2.67 

4.01 

19.90 

39.80 

79.60 

159.20 

398.00 

796.00 

7,960 

3.00 

4.01 

20.28 

40.56 

81.12 

162. 24 

405. 60 

811.  20 

8,112 

3.16 

4.03 

20.  66 

41.32 

82.64 

165.28 

413.  20 

826. 40 

8,264 

3.26 

4.05 

21.  07 

42.14 

84.28 

168.56 

421. 40 

842. 80 

8,428 

3.36 

4.47 

21.51 

43.02 

86.04 

172.  08 

430.  20 

860. 40 

8,604 

3.46 

4.50 

21.97 

43.94 

87.88 

175.  76 

439. 40 

878. 80 

8,788 

3.55 

4.54 

22. 45 

44.90 

89.80 

179.  60 

449.00 

898.00 

8,980 

3.63 

4.57 

22.95 

45.90 

91.80 

183. 60 

459.00 

918.00 

9.180 

3.71 

4.60 

23.46 

46.92 

93.84 

187. 68 

469.20 

938. 40 

9,384 

3.77 

4.75 

23.99 

47.98 

95.96 

191.92 

479. 80 

959. 60 

9,596 

3.83 

4.85 

24.55 

49.10 

98.20 

196.40 

491.00 

982.00 

9,820 

3.89 

4.97 

First  1^  year....  2  (6/1/62) 
Htol  year (12/1/62) 

1  to  I>i2  years (6/1/63) 

IH  to  2  years (12/1/63) 

2  to  2^^  years (6/1 '64) 

214  to  3  years (12/1/64) 

3  to  ZV2  years (6/1  '65) 

3^  to  4  years (12/1/65) 

4  to  4M  years (6/1/66) 

434  to  5  years (12/1/66) 

5  to  5K  years (6/1/67) 

5H  to  6  years (12 '1/67) 

6  to  614  years (6/1/68) 

fiJ4  to  7  years (12/1/68) 

7  to  7H  years (6/1/69) 

Redemption  values  and  investment  yields  to  original  maturity  on  basis  of  June  1,  1969,  revision 

"/i  years  to  7  years  and 

9  months (12/1/69)      25.13      50.20      100.52      201.04      502.60      1,005.20      10,052  3.94  5.45 

MATURITY  VALUE 

(7  years  and  9  months 

from  issue  date).(3/l/70)      25.47      50.94      101.88      203.76      509.40      1,018.80      10,188  4.00 

(b)  to  ex- 
Period  after  maturity  date  EXTENDED  MATURITY  PERIOD  tended 

maturity  ^ 


First  J4  year (3/1/70)      25.47  50.94  101.88  203.76 

J^  to  1  year (9/1/70)      26.10  52.20  104.40  208.80 

1  to  1)^  years (3/1/71)       26.76  53.  ,52  107.04  214.08 

134  to  2  years (9/1/71)       27.43  54.86  109.72  219.44 

2to2J4yeai-s (3/1/72)       28.11  56.22  112.44  224.  &S 

23^to3yeare (9/1/72)      28.82  .57.64  115.28  230.56 

3to3>^years (3/1/73)      29.54  59.08  118.16  236.32 

334  to  4  years (9/1/73)       30.  28  60.  56  121. 12  242.  24 

4to4Hyeai-s (3/1/74)      31.03  62.0(5  124.12  248.24 

4Hto5yeai-S (9/1/74)       31.81  63.62  127.24  254.48 

5  to  bVi  years (3/1/75)      32. 60  65.  20  130. 40  260. 80 

5H  to  6  years (9/1/75)      33.42  66.84  133.68  267.36 

6  to  6H  years (3/1/76)       34.25  68.50  137.00  274.00 

6Hto7years (9/1/76)      35.11  70.22  140.44  280.88 

7to7>^  years (3/1/77)      35.99  71.98  143.96  287.92 

7H  to  8  years (9/1/77)      36.89  73.78  147.56  295.12 

8to8Hyeai-S (3/1/78)       37.81  75.62  151.24  302.48 

8}4to9years (9/1/78)      38.76  77.52  155.04  310.08 

9  to  9M  years (3/1/79)       39.72  79.44  158.88  317.76 

9'  i  to  10  years (9/1/79)      40.  72  81.  44  162. 88  325.  76 

EXTENDED  MATU- 
RITY VALUE  (17  years 
and  9  months  from 

issue  date) (3/1/80)      41.74  83.48  166.96  333.92      834.80      1,669.60      16,696. 

'  3-month  period  in  the  case  of  the  7M-year  to  7-year  and  9-month  period. 

■  Month,  day,  and  year  on  which  issues  of  June  1,  1962,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  montlis. 

3  Based  on  maturity  value  (or  extended  maturity  value)  in  efTect  on  the  beginning  date  of  the  half-year  period. 
*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.56  percent. 


509.40 

1,018.80 

10, 188 

522. 00 

1,044.00 

10,440 

535. 20 

1, 070.  40 

10, 704 

548. 60 

1,097.20 

10, 972 

562.  20 

1, 124.  40 

11,244 

576.  40 

1,152.80 

11,5'28 

590. 80 

1,181.60 

11,816 

605. 60 

1,211.20 

12,112 

620. 60 

1,  241. 20 

12,412 

636. 20 

1,272.40 

12, 724 

652.00 

1, 304. 00 

13,040 

668. 40 

1,336.80 

13, 368 

685.  00 

1,370.00 

13,700 

702.  20 

1, 404.  40 

14, 044 

719. 80 

1, 439. 60 

14,396 

737. 80 

1, 475. 60 

14, 756 

756. 20 

1,  512.  40 

15, 124 

775. 20 

1,  550. 40 

15,504 

794. 40 

1,  588. 80 

15,888 

814. 40 

1, 628. 80 

16,288 

0.00 

5.00 

4.95 

5.00 

5.00 

5.00 

5.00 

5.00 

4.99 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

.5.00 

5.00 

5.00 

5.00 

,5.01 

5.00 

.5.00 

5.00 

.5.00 

5.00 

5.00 

.■i.OO 

5.01 

5.00 

,5.00 

5.00 

5.02 

5.00 

5.01 

15.00  ... 
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TABLE  67 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1962,  THROUGH  MAY  1,  19G3 


$18.75    $37.50    $75.00 

$150.00    $375.00 
200.00      500.00 

$750.00 
1,000.00 

$7,500 
10,000 

Approximate  invest- 

Denomination  

25.00      50.00    100.00 

ment  yield 

Period  after  issue  date 


(2)  On  the 

redemption 

(3)  On 

value  at 

current 

start  of 

redemp- 

each ma- 

tion value 

turity  or 

from 

(1) 

Redemption  values  during  each  half-year  period  ' 

extended 

beginning 

(values 

increase  on  first  day  of  period  shown) 

maturity 

of  each 

period  to 

half-year 

beginning 

period  ' 

of  each 

(a)  to 

half-year 

maturity  3 

period  i 

thereafter 

Percent 

Percent 

$18. 75 

$37.  50 

$75.00 

$150. 00 

$375.  00 

$750. 00 

$7,  500 

0.00 

3.75 

18.91 

37.82 

75.64 

151. 28 

378.  20 

756. 40 

7,564 

1.71 

3.89 

19.19 

38.38 

76.76 

153.52 

383. 80 

767. 60 

7,676 

2.33 

3.96 

19.51 

39.02 

78.04 

156.08 

390. 20 

780. 40 

7,804 

2.67 

4.01 

19.90 

39.80 

79.60 

159.  20 

398.00 

796.00 

7,960 

3.00 

4.01 

20.28 

40.56 

81.12 

162.  24 

405. 60 

811.  20 

8,112 

3.16 

4.03 

20.66 

41.  32 

82.64 

165.  28 

413.20 

826. 40 

8,264 

3.26 

4.46 

21.08 

42.16 

84.32 

168. 64 

421.60 

843.  20 

8, 432 

3.37 

4.50 

21.52 

43.04 

86.08 

172. 16 

430.  40 

860. 80 

8,608 

3.47 

4.54 

21.99 

43.98 

87.96 

175.  92 

439. 80 

879. 60 

8,796 

3.57 

4.57 

22.48 

44.96 

89.92 

179. 84 

449. 60 

899.20 

8,992 

3.66 

4.59 

22. 98 

45.96 

91.92 

183.84 

459. 60 

919. 20 

9,192 

3.73 

4.73 

23.60 

47.00 

94.00 

188.00 

470.00 

940.00 

9,400 

3.80 

4.79 

24.04 

48.08 

96.16 

192. 32 

480.  80 

961.60 

9,616 

3.86 

5.00 

First  My  ear...  2  (12/1/62) 
i^  to  1  year (6/1/63) 

1  to  IM  years (12/1/63) 

IM  to  2  years (6/1/64) 

2  to  2H  years (12/1/64) 

2H  to  3  years (6/1/65) 

3  to  3M  years (12/1/65) 

3H  to  4  years (6/1/66) 

4  to  4H  years (12/1/66) 

4H  to  5  years (6/1/67) 

5  to  hVi  years (12/1/67) 

53^  to  6  years (6/1/68) 

6  to  63^  years (12/1/68) 

6H  to  7  years (6/1/69) 


24.61 

49.22 

98.44 

196.88 

492.  20 

984.  40 

9,844 

25.20 

50.40 

100.80 

201.  60 

504.  00 

1,008.00 

10,  080 

25.57 

51.14 

102.28 

20-1.56 

511.40 

1,022.80 

10,228 

Redemption  values  and  investment  yields  to  original  maturity  on  basis  of  June  1,  1969,  revision 

7  to  7)4  years (12/1/69) 

T^A  years  to  7  years  and  9 

months __.. (6/1/70) 

MATURITY  VALUE 

(7  years  and  9  months 

from  issue  date). (9/1/70) 


Period  after  maturity  date  EXTENDED  MATURITY  PERIOD 


Firsts  year (9/1/70)  25.57  51.14  102.28  204.56 

>4tolyear (3/1/71)  26.20  52.40  104.80  209.60 

ItolHyeai-s (9/1/71)  26.86  53.72  107.44  214.88 

lJ4to2years (3/1/72)  27.53  55.06  110.12  220.24 

2  to  2K  years (9/1/72)  28.22  56.44  112.88  225.76 

2J4to3years (3/1/73)  28.93  57.86  115.72  231.44 

3to3Myeai-S (9/1/73)  29.65  59.30  118.60  237.20 

3M  to  4  years (3/1/74)  30.39  60.78  121.56  243.12 

4  to  41^  years (9/1/74)  31.15  62.30  124.60  249.20 

4H  to  5  years (3/1/75)  31.93  63.86  127.72  255.44 

5  to  5}^  years (9/1/75)  32.73  65.46  130.92  261.84 

5M  to  6  years (3/1/76)  33.55  67.10  134.20  268.40 

6  to  6M  years (9/1/76)  34.39  68.78  137.56  275.12 

6Mto7  years (3/1/77)  35.25  70.50  141.00  282.00 

7to7>^years (9/1/77)  36.13  72.26  144.52  289.04 

7K  to  8  years (3/1/78)  37.03  74.06  148.12  296.24 

8  to  8M  years (9/1/78)  37.96  75.92  151.84  303.68 

8M  to  9  years (3/1/79)  38.91  77.82  155.64  311.28 

9  to  9}^  years (9/1/79)  39.88  79.76  159.52  319.04 

9H  to  10  years (3/1/80)  40.88  81.76  163.52  327.04 

EXTENDED  MATU- 
RITY VALUE  (17  years 

and  9  months  from 

issue  date) (9/1/80)  41.90  83.80  167.60  335.20      838.00      1,676.00      16,760 


511.40 

1,  022. 80 

10,  228 

524.00 

1,048.00 

10,480 

537.20 

1,074.40 

10, 744 

550.  60 

1,101.20 

11,012 

564. 40 

1, 128.  80 

11,288 

578. 60 

1,157.20 

11,572 

593.00 

1, 186.  00 

11,860 

607. 80 

1,215.60 

12. 156 

623.00 

1,246.00 

12, 460 

638.60 

1,277.20 

12,  772 

654.60 

1, 309.  20 

13,092 

671.00 

1,342.00 

13, 420 

687. 80 

1, 375.  60 

13,756 

705.00 

1,410.00 

14, 100 

722. 60 

1, 445.  20 

14, 452 

740. 60 

1,481.20 

14, 812 

759.  20 

1,518.40 

15, 184 

778. 20 

1,  556. 40 

15,  564 

797.  60 

1,595.20 

15,952 

817.60 

1,635.20 

16, 352 

3.92 

5.17 

3.98 

5.92 

4.04 

(b)  to  ex- 

tended 

maturity  ' 

0.00 

5.00 

4.93 

5.00 

4.98 

5.00 

4.98 

5.00 

4.99 

5.00 

5.  (X) 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.  (K) 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

,5.  (X) 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

4.99 

'  3-month  period  in  the  case  of  tlie  7M-year  to  7-year  and  9-month  period. 

2  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1962,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
'  Based  on  maturity  value  (or  extended  maturity  value)  in  effect  on  the  beginning  date  of  the  half-year  period. 
*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.58  percent. 
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TABLE  68 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1963 


Issue  price 

Denomination . 


$18.75    $37.50    $75.00    $150.00    $375.00      $750.00    $7,500     Approximate  investment 
25.00      50.00    100.00      200.00      500.00    1,000.00    10,000  yield 


Period  after  issue  date 


(2)  On  pur-  (3)  On  cur- 
chase  price  rent  redemp- 
from  issue       tion    value 


(1)  Redemption  values  during  each  half-year  period  ' 

date 

to  be- 

from  be- 

(values increase  on 

first  day  of  period  shown) 

ginning  of 

ginning  of 

each  half- 

each  half- 

year 

period  ' 

year  period  i 
to  maturity ' 

Percent 

Percent 

$18. 75 

$37.50 

$75.00 

$150. 00 

$375. 00 

$750. 00 

$7, 500 

0.00 

3.75 

18.91 

37.82 

75.64 

151.28 

378.  20 

756.  40 

7,564 

1.71 

3.89 

19.19 

38.38 

76.76 

153.  52 

383. 80 

767.  60 

7,676 

2.33 

3.96 

19.61 

39.02 

78.04 

156.08 

390.  20 

780. 40 

7,804 

2.67 

4.01 

19.90 

39.80 

79.60 

l.Vt  20 

398. 00 

796.  00 

7,960 

3.00 

4.01 

20.28 

40.56 

81.12 

162.  24 

405.  60 

811.20 

8,112 

3.16 

4.43 

20.67 

41.34 

82.68 

165. 36 

413. 40 

826. 80 

8,268 

3.28 

4.49 

21.09 

42.18 

84.36 

168.72 

421.80 

843.  60 

8,436 

3.39 

4.54 

21.54 

43.08 

86.16 

172.  32 

430. 80 

861.60 

8,616 

3.50 

4.57 

22.  02 

44.04 

88.08 

176. 16 

440.40 

880. 80 

8,808 

3.60 

4.59 

22.51 

45.02 

90.04 

180.08 

450.  20 

900. 40 

9,004 

3.69 

4.72 

23.02 

46.04 

92.08 

184. 16 

460.  40 

920. 80 

9, 208 

3.77 

4.76 

23.54 

47.08 

94.16 

188.32 

470. 80 

941.60 

9, 416 

3.83 

4.99 

First  M  year....  2  (6/1/63) 
■^  to  1  year (12/1/63) 

1  to  IJ.^  years (6/1/64) 

1>^  to  2  years (12/1/64) 

2  to  2^  years (6/1/65) 

21^  to  3  years (12/1/65) 

3  to  33^  years (6/1/66) 

3M  to  4  years (12/1/66) 

4  to  iVi  years (6/1/67) 

4)^  to  5  years (12/1/67) 

5  to  53^  years (6/1/68) 

5H  to  6  years (12/1/68) 

6  to  6H  years (6/1/69) 


Redemption  values  and  investment  yields  to  maturity  on  basis  of  June  1, 1969,  revision 


6}4to7years (12/1/69) 

7  to  7J^  years (6/1/70) 

73^  years  to  7  years  and  9 

months (12/1/70) 

MATURITY  VALUE 
(7  years  and  9  months 
from  issue  date).(3/l/71) 


24.09 
24.66 

48.18 
49.32 

96.36 
98.64 

192. 72 
197.28 

481. 80 
493. 20 

963.  60 
986. 40 

9,636 
9,864 

3.89 
3.95 

5.12 
5.37 

25.27 

50.54 

101.  08 

202. 16 

505.  40 

1,010.80 

10,108 

4.02 

6.22 

25.66 

51.32 

102.64 

205.28 

513.20 

1.026.40 

10.264 

4.09 

'  3-month  period  in  the  case  of  the  73^-year  to  7-year  and  9-month  period. 

-  Month,  day,  and  year  on  which  issues  of  June  1,  1963,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
3  Based  on  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
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TABLE  69 

BONDS  BEARING  ISSUE  DATES  FKOM  DECEMBER  1,  1963,  THROUGH  MAY  1,  19G4 


Issue  price $18.75    $37.50    $56.25    $75.00    $150.00    $375.00 

Denomination- 25.00      50.00      75.00     100.00      200.00      500.00 


$750.00    $7,500 
1,000.00     10,000 


Approximate  invest- 
ment yield 


(2)  On 

(3)  On 

purchase 

current 

price 

redemp- 

from issue 

tion  value 

ssue  date 

(1)  Rede: 

mption 

values  during  each  half-year  period  ' 

date  to 

from 

(values  increase  on  first  day  of  period  shown) 

beginning 

beginning 

of  each 

of  each 

half-year 

half-year 

period  ' 

period  '  to 
maturity  ^ 

Percent 

Percent 

(12/1/63) 

$18. 75 

$37.50 

$56. 25 

$75.00 

$150.  00 

$375. 00 

$750.00 

$7,500 

0.00 

3.75 

-(6/1/64) 

18.91 

37.82 

56.73 

75.64 

151. 28 

378.20 

756.40 

7,564 

1.71 

3.89 

.(12/1/64) 

19.19 

38.38 

57.57 

76.76 

153.52 

383.80 

767.60 

7,676 

2.33 

3.96 

.-(6/1/65) 

19.51 

39.02 

58.53 

78.04 

156.08 

390.  20 

780. 40 

7,804 

2.67 

4.01 

(12/1/65) 

19. 90 

39. 80 

59.70 

79.60 

159.  20 

398.00 

796. 00 

7, 960 

3.00 

4.41 

-(6/1/66) 

20.  29 

40.58 

60.87 

81.16 

162. 32 

405. 80 

811.60 

8,116 

3.18 

4.45 

(12/1/66) 

20.68 

41.36 

02.04 

82.72 

165. 44 

413.  60 

827.  20 

8,272 

3.29 

4.52 

.-(6/1/67) 

21.10 

42.  20 

63.30 

84.40 

168.80 

422. 00 

844.00 

8,440 

3.40 

4.57 

(12/1/67) 

21.  56 

43.12 

64.68 

86.24 

172.48 

431.  20 

862. 40 

8, 624 

3.52 

4.60 

-(6/1/68) 

22.05 

44.10 

66.15 

88.20 

176. 40 

441. 00 

882.00 

8,820 

3.64 

4.72 

.(12/1/68) 

22.54 

45.08 

67. 62 

90.16 

180. 32 

45  .80 

901. 60 

9, 016 

3.72 

4.77 

-(6/1/69) 

23.05 

46.10 

69.15 

92.20 

184. 40 

461.00 

922. 00 

9,  220 

3.79 

5.00 

First  J4  year  2 
J^  to  1  year-  - 

1  to  IJ^  years. 
13^to  2  years. 

2  to  2J/^  years. 
23^  to  3  years. 

3  to  3M  years. 
33^  to  4  years. 
4to4>iiyears. 
43^  to  5  years. 
5  to  5H  years. 
5Hto6years- 


Redcmption  values  and  investment  yields  to  maturity  on  basis  of  June  1, 1969,  revision 


6  to  6K  years- (12/1/69) 
634  to  7  years-. (6/1/70) 

7  to  734  years. (12/1/70) 
"34  years  to  7  years 

and  9  months(6/l/71) 
MATURITY  VALUE 
(7  years  and  9 
months  from  issue 


23.59 

47.18 

70.77 

94.36 

188.72 

471.80 

943.60 

9.436 

3.86 

5.09 

24.15 

48.30 

72.45 

96.60 

193. 20 

483.00 

966.00 

9,660 

3.93 

5.23 

24.73 

49. 46 

74. 19 

98.92 

197. 84 

494. 60 

989.  20 

9,892 

3.99 

5.52 

25.35      50.70      76.05    101.40      202.80      507.00    1,014.00    10,140 


date) (9/1/71)      25.76      51.52      77.28    103.04      206. 


515.20    1,030.40    10,304 


'  3-month  period  in  the  case  of  the  73'2-year  to  7-year  and  0-month  period. 

2  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1963,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
'■>  Based  on  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
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TABLE  70 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1964 


Issue  price 

$18.75 

$37.50 

$56.25 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination  

25.00 

50.00 

75.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(2)  On 

(3)  On 

purchase 

current 

price 

redemp- 

from issue 

tion  value 

Period  after  issue  date 

(1)  Redemption  values  during  eacli  lialf-year  period 

1 

date  to 

from 

(values  increase  on  first  day  of  period  shown) 

beginning 

beginning 

of  each 

of  each 

half-year 

half-year 

period  ' 

period  '  to 
maturity  3 

Percent 

Percent 

First  J4  year  =  (6/1/64) 

$18.75 

$37.  50 

$56. 25 

$75. 00 

$150.  CO 

$375.  00 

$750. 00 

$7,500 

0.00 

3.75 

i^tol  year.. (12/1/64) 

18.91 

37.82 

56.73 

75.64 

151  28 

378. 20 

756.40 

7,564 

1  71 

3.89 

1  to  VA  years.  (6/1/65) 

19.19 

38.38 

57.57 

76.76 

153  52 

383. 80 

767. 60 

7,676 

2.33 

3.96 

li^to  2  years. (12/1/65) 

19.51 

39. 02 

58.53 

78.04 

156. 08 

390. 20 

780. 40 

7,804 

2.67 

4.41 

2  to  214  years    (6/1/66) 

19.91 

39.82 

59  73 

79.64 

159.28 

398. 20 

796. 40 

7,964 

3.02 

4.43 

214  to  3  years.(12/l/66) 

20.30 

40.60 

60. 90 

81  20 

162.40 

406.00 

812.00 

8,120 

3.20 

4.48 

3  to  33^  years.  (6/1/67) 

20.69 

41. 3S 

62.  07 

82.76 

165.  52 

413.80 

827.60 

8,276 

3.31 

4.55 

314104  years.(12/l/67) 

21  12 

42.24 

63.36 

84  48 

168  96 

422. 4Ci 

844.80 

8.448 

3.43 

4.60 

4  to  4>^  years.  (6/1/68) 

21.59 

43.18 

64.77 

86.36 

172. 72 

431.  80 

863. 60 

8,636 

3.56 

4.72 

4}^to5years.(12/l/6S) 

22.08 

44.16 

66.24 

88.32 

176.64 

441.60 

883.20 

8,832 

3.67 

4.75 

5  to  514  years-  (6/1/69) 

22.58 

45.16 

67.74 

90.32 

180.64 

451. 60 

963. 20 

9.032 

3.75 

4.99 

Redemption  values  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 

5i-:2to6years. (12/1/69) 

23.10 

46.20 

69.30 

92.40 

184.80 

462.00 

924  00 

9,240 

3.83 

5.08 

6  to  6)4  years.  (6/1/70) 

23.64 

47.28 

70.92 

94.56 

189. 12 

472  80 

945.60 

9,456 

3.90 

5.20 

6M  to  7  years.  (12/1/70) 

24.21 

48.42 

72.63 

96.84 

193.68 

484  20 

968. 40 

9,684 

3.97 

5.34 

7  to  ry^i  years .  (6/1/71) 

24.81 

49.62 

74.43 

99.24 

198.48 

496. 20 

992. 40 

9,924 

4.04 

5.60 

7}4  years  to  7  years  and 

9  montlis.. (12/1/71) 

25.44 

50.88 

76.32 

101. 76 

203.  52 

508.  80 

1,017.60 

10, 176 

4.11 

6.66 

MATURITY  VALUE 

(7  years  and  9 

months  from  issue 

date) (3/1/72) 

25.86 

51.72 

77.58 

103.44 

206.88 

517.20 

1,034.40 

10,344 

4.19 

'  3-month  period  in  the  case  of  the  7J4-year  to  7-year  and  9-month  period. 

2  Month,  day,  and  year  on  which  issues  of  Juno  1,  1964,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

3  Based  on  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
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TABLE  71 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1964,  THROUGH  MAY  I,  1965 


Issue  price... 

$18.75 

$37.50 

$56.25 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination  

25.00 

50.00 

75.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(2)  On 

(3)  On 

purchase 

current 

price 

redemp- 

from issue 

tion  value 

Period  after  issue  date 

(1)  Redemption 

values  during  each  half-year  period 

1 

date  to 

from 

(values  increase  on  first  day  of  period  shown) 

beginning 

beginning 

of  each 

of  each 

half-year 

half-year 

period  i 

period  '  to 
maturity ' 

Ptxcenl 

Percen 

First  M  year  J 

:(12/l/64) 

$18.75 

$37. 50 

$56. 25 

$7.'5. 00 

$l.S0.OO 

$375. 00 

$750. 00 

$7,  500 

0.00 

3.75 

H  to  1  year. . 

(6/1/65) 

18.91 

37.82 

66.73 

75.64 

151. 28 

378.  20 

756.40 

7.564 

1.71 

3.89 

1  to  lJ/2  years. 

.(12/1/65) 

19.19 

38.38 

67.57 

76.76 

153.  52 

383  80 

767  60 

7,676 

2.33 

4.36 

V/i  to  2  years. 

.-(6/1/66) 

19.52 

39.04 

68.66 

78.08 

156. 16 

390. 40 

780. 80 

7,808 

2.70 

4.43 

2to2f.^  years. 

(12/1/66) 

19.92 

39.84 

69.  76 

79.68 

159  36 

398  40 

796. 80 

7,968 

3.05 

4.46 

2^^  to  3  years. 

..(6/1/67) 

20.31 

40.62 

60.93 

81.24 

102. 48 

406.20 

812. 40 

8,124 

3.22 

4.51 

3  to  3)^  years. 

(12/1/67) 

20.71 

41.42 

62.13 

82.84 

165. 68 

414.20 

828.40 

8,284 

3.34 

4.57 

3!^  to  4  years. 

.(6/1/68) 

21.15 

42.30 

63.45 

84.60 

169. 20 

423.00 

846.00 

8,460 

3.47 

4.71 

4  to  4}^  years. 

(12/1/68) 

21.61 

43.22 

64  83 

86.44 

172.88 

432.20 

864.40 

8.644 

3.58 

4.76 

4H  to  5  years. 

..(6/1/69) 

22.11 

44.22 

66.33 

88.44 

176.88 

442.  20 

884.40 

8,844 

3.70 

5.00 

Redemption  values  and  investment  yieldi 

3  to  maturity  on  basi?  of  June  1,  1969,  revision 

5  to  5^^  years.  (12/1/69) 
51^  to  6  years-.  (6/1/70) 

6  to  6H  years.  (12/1/70) 
6)^  to  7  years..  (6/1/71) 

7  to7,4  years.  (12/1/71) 
7J^  years  to  7  years  and 

9  months... (6/1/72) 
MATURITY  VALUE 
(7  years  and  9 
months  from  issue 
date) (9/1/72)      25.96      51.92      77.88    103.84      207. 


22.62 

45.24 

67.86 

90.48 

180. 96 

452. 40 

904.80 

9,048 

3.79 

5.07 

23.16 

46.30 

69. 45 

92.60 

185. 20 

463.00 

926.  00 

9,260 

3.87 

5.16 

23.71 

47.42 

71.13 

94.84 

189.68 

474.20 

948.40 

9,484 

3  95 

5.25 

24.28 

48.56 

72.84 

97.12 

194.24 

485. 60 

971.  20 

9,712 

4.02 

5.42 

24.89 

49.78 

74.67 

99.56 

199. 12 

497. 8C 

995. 60 

9,956 

4.09 

5.69 

25.52 

51.04 

76.56 

102.08 

204.16 

510.40 

1.020.80 

10,208 

4.15 

6.96 

519.20    1,038.40    10,384 


'  3-month  period  in  the  case  of  the  7H-year  to  7-year  and  9-month  period. 

2  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1964,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

3  Based  on  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 


EXHIBITS 


237 


TABLE  72 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1965 


Issue  price. 

$18.75 

$37.50 

$56.25 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomi nation 

25.00 

50.00 

75.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment 

yield 

(3)  On 

(2)  On 

current 

purchase 

redemp- 

price from 

tion  value 

issue  date 

from 

Period  after  issue  date 

(1)  Redemption  values  during  each  half-year  period 

1 

to  begin- 

beginning 

(values  increase  on 

first  day  of  period  shown) 

ning  of 

of  each 

each  half- 

half-year 

year  period ' 

period  ' 

to 

maturity  ^ 

Percent 

Percent 

First  J-i  year. 2(6/1/65) 

$18. 75 

$37. 50 

$56. 25 

$75.  00 

$150. 00 

$375. 00 

$7.'i0  00 

$7,  500 

0.00 

3.75 

^  to  1  year.. (12/ 1/65) 

18.91 

37  S2 

56.73 

75.64 

151.28 

378. 20 

756.40 

7,564 

1.71 

4.29 

1  to  1}^  years. (6/1/66) 

19.20 

38.40 

57.60 

76.80 

153.  CO 

384.00 

768. 00 

7,680 

2.39 

4.38 

IJ^  to  2  years.  (12/1/66) 

19.53 

39.06 

58.  59 

78. 12 

156. 24 

390. 60 

781. 20 

7.812 

2.74 

4.45 

2  to  2J^  years. (6/1/67) 

19.93 

39. 86 

59,  79 

79. 72 

159.44 

398. 60 

797  20 

7,972 

3.08 

4.49 

2}^  to  3  years.  (12/1/67) 

20  32 

40.64 

60.96 

81.28 

162.  56 

406. 40 

812. 80 

8,128 

3.24 

4.  .54 

3  to  33^  years. (6/1/68) 

20.73 

41.46 

62. 19 

82.92 

165.84 

414.60 

829. 20 

8,292 

3.37 

4.69 

3M  to  4  years.  (12/1/68) 

21.17 

42. 34 

63.  51 

84.68 

169. 36 

423.40 

846. 80 

8,468 

3.50 

4.75 

4  to  4J^  years..  (6/1/69) 

21.65 

43.30 

64. 95 

86.60 

173. 20 

433. 00 

866.  00 

8,660 

3.63 

5.00 

Redempti 

ion  values  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 

4J^  to  5  years.  (12/1/69) 

22.15 

44.30 

66.45 

88.60 

177. 20 

443.  00 

886.  00 

8,860 

3.74 

5.05 

5  to  5K  years..  (6/1/70) 

22.67 

45.34 

08.01 

90.68 

181. 36 

453. 40 

906.  80 

9, 068 

3.83 

5.12 

5H  to  6  years.  (12/1/70) 

23.21 

46.42 

69  63 

92. 84 

185.68 

464.20 

928.40 

9,284 

3.92 

5.20 

6  to  6H  years..  (6/1/71) 

23  77 

47.64 

71.31 

95.  08 

190. 16 

475. 40 

950  80 

9,  508 

3.  99 

5.30 

6!^  to  7  years.  (12/1/71) 

24.35 

48  70 

73.05 

97.40 

194.  80 

487.  00 

974. 00 

9, 740 

4.  00 

5.47 

7  to  7H  years..  (6/1/72) 

24.97 

49.94 

74.91 

99. 88 

199. 76 

499. 40 

998. 80 

9, 988 

4.13 

5.73 

7H  years  to  7  years 

and  9  months 

(12/1/72) 

25.60 

51.20 

76.80 

102. 40 

204.80 

512.  00 

1,024.00 

10, 240 

4.20 

7.09 

MATURITY  VALUE 

(7  years  and  9 

montlis  from  issue 

date) (3/1/73) 

26.05 

52.10 

78.15 

104.20 

208.40 

521.00 

1,042.00 

10,420 

4.29 

'  3-month  period  in  the  case  of  the  7^^-year  to  7-yoar  and  9-month  period. 

2  Month,  day,  and  year  on  which  issues  of  June  1,  1965,  enter  each  period.  For  subsequent  is.suc  months  add  the 
appropriate  number  of  months. 

3  Based  on  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
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TABLE  73 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1965,  THROUGH  MAY  1,  1966 


Issueprice $18.75    $37.50    $56.25    $75.00    $150.00    $375.00      $750.00    $7,500 

Denomination-- 25.00      50.00      75.00    100.00      200.00      500.00    1,000.00    10,000 


Approximate  invest- 
ment yield 


Period  after  issue  date 


(1)  Redemption  values  during  each  liair-year  period 
(values  increase  on  first  day  of  period  shown) 


(2)  On 
purchase 

price 
from  issue 

date  to 
beginning 

of  each 
half-year 

period 


(3)  On 
current 
redemp- 
tion value 

from 
beginning 
of  each 
half-year 
period  to 
maturity  2 


First  Yi  year ' 
3^  to  1  year... 

1  to  IJ^  years. 
IJ^  to  2  years. 

2  to  23^2  years. 
2H  to  3  years. 

3  to  3M  years. 
3H  to  4  years. 


(12/1/65) 
-(6/1/66) 
(12/1/60) 
-(6/1/67) 
(12/1/67) 
-(6/1/68) 
(12/1/68) 
-  (6/1/6!)) 


$18. 75 
18.  U6 
19.32 
19.70 
20.10 
20. 52 
20.96 
21.42 


$37.50  $56.25  $75.06  $150.00  $375.00   $750.00  $7,500 


37.  92 
38.64 
39.40 
40.20 
41.04 
41.  92 
42  84 


66.88 
57.96 
59.10 
00.30 
61.66 
62.88 
64.26 


75  84 
77.28 
78.80 
80.40 
82.08 
83.84 
85.68 


151.  68 
154.66 
167. 60 
160. 80 
164.16 
167.68 
171.36 


379. 20 
386.40 
394.00 
402.  00 
410.40 
419.  20 
428. 40 


768.40 
772.  80 
788.00 
804.00 
820. 80 
838.40 
856.80 


7,584 
7,728 
7,880 
8,040 
8,208 
8,384 
8,568 


Percent        Percent 


0.00 
2.24 
3.02 
3.32 
3.51 
3.64 
3.75 
3.84 


4.15 
4.30 
4.34 
4.38 
4.41 
4.55 
4.58 
5.00 


Redemption  values  and  investment  yields  to  maturity  on  basis  of  June  1, 1969,  revision 


4to43^years.(12/l/f-9) 
4H  to  5  years..  (6/1/70) 

5  to  514  years.  (12/1/70) 
5M  to  fi  years..  (6/1/71) 

6  to  6J^  years.  (12/1/71) 
6}^  to  7  years.  (6/1/72) 
MATURITY  VALUE 

(7  years  rrom  Issue 
date) (12/1/72) 


21.90 
22.39 
22. 92 
23  46 
24.05 
24.66 


43.80 
44.78 
46  84 
46.92 
48.10 
49.32 


65.70 
67.17 
68.76 
70.38 
71 15 
73.98 


87.60 
89.56 
91. 68 
93.84 
96.20 
98.64 


175. 20 
179. 12 
183.  36 
187.  68 
192. 40 
197. 28 


438. 00 
447.80 
458. 40 
469  20 
481.00 
493.  20 


876.00 
895. 60 
916.  80 
938.40 
902.00 
986.40 


8,760 
8,956 
9,168 
9,384 
9,620 
9,864 


3.92 
3.98 
4.06 
4.12 
4.19 
4.26 


6.08 
5.21 
5.32 
5.63 
5.78 
6.49 


25.46      50.92      76.38     101.84      203.68      509.20    1,018.40    10,184 


'  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1965,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
2  Ba.scd  on  maturity  value  in  cfTect  on  the  beginning  date  of  the  half-year  period. 


TABLE  74 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE   1  THROUGH  NOVEMBER  1,  1966 


Issue  price 

$18.75 

$37.50 

$56.25 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Appro.ximate  invest- 

25.00 

50.00 

75.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment 

yield 

(2)  On 

(3)  On 

purchase 

current 

price 

redemp- 

from issue 

tion  value 

Period  after  issue  date 

(1)  Redemption 

values  during  cacli  lialf-year  period 

date  to 

from 

(values  increase  on  first  day  0 

f  period  shown) 

beginning 

beginning 

of  each 

of  each 

half-year 

half-year 

period 

period  to 

maturity  2 

Percent 

Percent 

Fii-st  J^ycar-  '  (6/1/06) 

$18.  75 

$37.50 

$56. 25 

$75.00 

$160.00 

$375.  00 

$750. 00 

$7,  500 

0.00 

4.15 

y2  to  1  year... (12, 1/66) 

18.96 

37.92 

56.88 

7s.  84 

151.68 

379. 20 

758.  40 

7,584 

2. 24 

4.30 

1  to  IJ-^  years.. (6/1/67) 

19. 32 

38.  04 

57  96 

77.28 

154.66 

386. 40 

772. 80 

7,728 

3.02 

4.34 

lHto2years.. (12/1/67) 

19.70 

39.40 

69. 10 

78.80 

157.60 

394. 00 

788.00 

7,880 

3.32 

4.38 

2  to2i4  years.-.  (6/1/68) 

20.10 

40.20 

60.30 

80.40 

160. 80 

402. 00 

804  00 

8.040 

3.61 

4.52 

234  to3  years-.  (12/1/68) 

20.52 

41.04 

61.60 

82.08 

104.10 

410.40 

820  80 

8,208 

3.64 

4.55 

3  to  3M  years.    (6/1/69) 

20.  90 

41.92 

62.88 

83.84 

167.68 

419.  20 

838.40 

8,384 

3.75 

5.00 

Redemption  values  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 

3M  to 4  years..  (12/1/69) 

21.43 

42.86 

64.29 

85. 72 

171.44 

428. 60 

857. 20 

8,572 

3.85 

5.08 

4  to  414  years-..  (6/1/70) 

21.91 

43  82 

6.5. 73 

87.64 

175. 28 

438. 20 

876.40 

8,764 

3.93 

6.18 

4)4  to  5  years..  (12/1/70) 

22. 42 

44  84 

67.26 

89.68 

179. 36 

448. 40 

896.  80 

8,968 

4.01 

5.28 

5  to  5)4  years. .  (6/1/71) 

22. 95 

45. 90 

68.86 

91.  80 

183.60 

459.00 

918.  00 

9, 180 

4.08 

5.42 

5)4  to  6  years..  (12/1/71) 

23.  61 

47.02 

70.63 

94.04 

188.08 

470. 20 

940. 40 

9, 404 

4.16 

6.60 

6  to 6)4  years.. (6/1/72) 

24.10 

48.20 

72.30 

96.40 

192. 80 

482. 00 

964.  00 

9, 640 

4.23 

5.89 

6)^  to  7  years..  (12/1/72) 

24.  72 

49.44 

74.16 

98. 88 

197.  76 

494.40 

988. 80 

9,888 

4.30 

6.63 

MATURITY  VALUE 

(7  years  from  issue 

date) (6/1/73) 

25.54 

51.08 

76.62 

102.16 

204.32 

510.80 

1,021.60 

10,216 

4.46  - 

1  Month,  day,  and  year  on  which  issues  of  June  1,  1966,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 

2  Based  on  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 


EXHIBITS 

TABLE  75 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  19GG.  THROUGH  MAY  1.  1967 
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Issue  price ..$18.75    $37.50    $56.25    $75.00    $150.00    $375.00      $750.00    $7,500 

Denomination 25.00      50.00      75.00    100.00      200.00      500.00    1,000.00    10,000 


Approximate  invest- 
ment yield 


(2)  On 

(3)  On 

purchase 

current 

price 

redemp- 

from issue 

tion  value 

Period  after  issue  date 

(1)  Redemption  values  during  each  half-year  period 

date  to 

from 

(values  increase  on  first  day  of  period  shown) 

beginning 

beginning 

of  each 

of  each 

half-year 

half-year 

period 

period  to 

maturity  - 

Percent 

Percen 

First  yi  year 

'(12/1/66) 

$18.  75 

$37.50    $56.25    $75.00    $150.00    $375.00 

$750. 00 

$7, 500 

0.00 

4.15 

3^  to  1  year . . 

..(6/1/67) 

18.96 

37.92      56.88      75.84       151.68      379.20 

758. 40 

7,584 

2.24 

4.30 

1  to  1}^  years. 

,(12/1/67) 

19. 32 

38.64       57.96      77.28      154.56      386.40 

772.80 

7,728 

3.02 

4.34 

lJ4to2years. 

,.(6/1/68) 

19.70 

39.40      59.10      78.80      157.60      394.00 

788.00 

7,880 

3.32 

4.48 

2  to  2}^  years. 

(12/1/68) 

20.10 

40.20      60.30      80.40      160.80      402.00 

804.00 

8,040 

3.61 

4.53 

2>$to3years. 

-(6/1/69) 

20.52 

41.04      61.56      82.08      164.16      410.40 

820. 80 

8,208 

3.64 

5.00 

Redemption  values  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 


3  to  3H  years.  (12/1/69) 
3}^ to 4  years.. (6/1/70) 

4  to  4>^  years.  (12/1/70) 
41.^  to  5  years..  (6/1/71) 

5  to  5Ji2  years.  (12/1/71) 
5J^  to  6  years..  (6/1/72) 

6  to  634  years.  (12/1/72) 
6)-$to7vears..(6/l/73) 
MATURITY  VALUE 

(7  years  from  issue 
date) (12/1/73) 


20.97 

41.94 

62.  91 

83.88 

167.  76 

419.40 

838.80 

8,388 

21.44 

42.88 

64.32 

85.76 

171.  52 

428.80 

857.60 

8,576 

21  94 

43.88 

65.82 

87.76 

175.  52 

438.80 

877. 60 

8,776 

22.  46 

44.92 

67.38 

89.84 

179. 68 

449. 20 

898. 40 

8,984 

23.00 

16.00 

69.00 

92.00 

184.00 

460.00 

920.00 

9,200 

23.56 

47.12 

70.68 

94.24 

188.48 

471.20 

942.40 

9,424 

24.16 

48.32 

72.48 

96.64 

193. 28 

483. 20 

966. 40 

9,664 

24.79 

49.58 

74.37 

99.16 

198. 32 

495. 80 

991. 60 

9, 916 

25.63      51.26      76.89    102.52      205.04      512.60     1,025.20    10,252 


3.76 

5.08 

3.87 

5.17 

3.97 

5.25 

4.05 

5.35 

4.13 

5.49 

4.20 

5.69 

4.27 

5.99 

4.34 

6.78 

4.52  .-. 

1  Month,  day,  and  year  on  which  issues  of  Dee.  1,  1966,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
»  Based  on  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 

TABLE  76 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1967 


Issue  price 

.  $18.75 

$37.50 

$56.25 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

25.00 

50.00 

75.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment 

yield 

(2)  On 

(3)  On 

purchase 

current 

pnce 

redemp- 

from issue 

tion  value 

Period  after  issue  date 

(1)  Redemption  values  during  each  half-year  period 

date  to 

from 

(values  increase  on  first  day  of  period  shown) 

beginning 

beginning 

of  each 

of  each 

half-year 

half-year 

period 

period    to 
maturity  2 

Percent 

Percent 

Fu-st  Vi  year.i(6/l/67) 

$18. 75 

$37.50 

$56.25 

$75.00 

$150.00 

$375. 00 

$750.00 

$7,500 

0.00 

4.15 

J4  to  1  year...  (12/1/67) 

18.96 

37.92 

56.88 

75.84 

151.68 

379.  20 

758.40 

7,584 

2.24 

4.30 

1  to  IV^  years..  (6/1/68) 

19.32 

38.64 

57.96 

77.28 

154.56 

386.40 

772. 80 

7,728 

3.02 

4.44 

lHto2years.(12/l/68) 

19.70 

39.40 

59.10 

78.80 

157.60 

394.00 

788.00 

7,880 

3.32 

4.49 

2  to  2)4  years- (6/1/69) 

20.10 

40.20 

60.30 

80.40 

160.80 

402.  00 

804.00 

8,040 

3.51 

.5.00 

Redemption  values  and  investment  yields  to  maturity  on  basis  of  June  1, 1969,  revision 

2M  to  3  years.  (12/1/69) 

20.53 

41.06 

61.59 

82.12 

164.24 

410.60 

821.20 

8,212 

3.66 

5.08 

3  to  3J4  years..  (6/1/70) 

20.98 

41.96 

62.94 

83.92 

167. 84 

419.60 

839.20 

8,392 

3.78 

5.17 

314  to  4  years.  (12/1/70) 

21.46 

42.92 

64.38 

85.84 

171.68 

429.20 

858.40 

8,584 

3.89 

5.25 

4  to  414  years..  (6/1/71) 

21.97 

43.94 

65.91 

87.88 

175. 76 

439. 40 

878. 80 

8,788 

4.00 

5.34 

434to5years.(12/l/71) 

22.  .50 

45.00 

67.50 

90.00 

180.00 

450.00 

900.00 

9,000 

4.09 

5.44 

5  to  5H  years..  (6/1/72) 

23.05 

46.10 

69.15 

92.20 

184. 40 

461.00 

922.00 

9,220 

4.17 

5.58 

5J4  to  6  years.  (12/1/72) 

23.62 

47.24 

70.86 

94.48 

188.96 

472.40 

944.80 

9,448 

4.24 

5.79 

6  to  6M  years..  (6/1/73) 

24.23 

48.46 

72.69 

96.92 

193. 84 

484.60 

969. 20 

9, 692 

4.32 

6.10 

6H  to  7  years.  (12/1/73) 

24.88 

49.76 

74.64 

99.52 

199.04 

497.60 

995.  20 

9, 952 

4.40 

6.83 

MATURITY  VALUE 

(7  years  from  issue 

date) (6/1/74) 

25.73 

51.46 

77.19 

102.92 

205.84 

514.60 

1.029.20 

10,292 

4.57. 

'  Month,  day,  and  year  on  which  issues  of  June  1,  1967,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
2  Based  on  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 
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TABLE  77 

BONDS  BEARING  ISSUe  DATES  FROM  DECEMBER  1,  1967,  THROUGH  MAY  1,  1968 


Issue  price 

$18.75 

$37.50 

$56.25 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination  

25.00 

50.00 

75.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(2)  On 

(3)  On 

purciiase 

current 

price 

redemp- 

from issue 

tion  value 

Period  after  issue  date 

(1)  Redemption  values  during  eacli  Iialf-year  period 

date  to 

from 

(values  increase  on  first  day  of  period  shown) 

beginning 

beginning 

of  each 

of  each 

half-year 

half-year 

period 

period  10 
maturity  2 

Percent 

Percent 

Firsts  year  1(12/1/67) 

$18. 75 

$37.60 

$56.25 

$75.00 

$150.00 

$375. 00 

$750.00 

$7,500 

0.00 

4.15 

J^tol  year....  (6/1/68) 

18.96 

37. 92 

56.88 

75.84 

151.68 

379.  20 

758.40 

7,584 

2.24 

4.40 

1  to  IH  years.  (12/1/68) 

19.32 

38.64 

57.96 

77.28 

154.56 

386. 40 

772.80 

7,728 

3.02 

4.45 

1^  to  2  years..  (6/1/69) 

19.70 

39. 40 

59.10 

78.80 

157.60 

394.00 

788.00 

7,880 

3.32 

5.00 

Redemption  values  and  investment  yields  to  maturity  on  basis  of  June  1, 1969 

,  revision 

2  to  2H  years.  (12/1/69) 

20.11 

40.22 

60.33 

80.44 

160.88 

402.20 

804.40 

8,044 

3.53 

5.09 

2}4  to  3  years..  (6/1/70) 

20.54 

41.08 

61.62 

82.16 

164.32 

410. 80 

821. 60 

8,216 

3.68 

5.18 

3  to  3H  years.  (12/1/70) 

21.00 

42.00 

63.00 

84.00 

168.00 

420.00 

840.00 

8,400 

3.81 

5.26 

3}^  to  4  years..  (6/1/71) 

21.50 

43.00 

64.50 

86.00 

172. 00 

430.00 

860.00 

8,600 

3.95 

5.33 

4  to  4M  years.  (12/1/71) 

22. 01 

44. 02 

66.03 

88.04 

176.08 

440.20 

880.40 

8,804 

4.05 

5.43 

41^  to  5  years.. (6/1/72) 

22. 55 

45.10 

67.65 

90.20 

180.40 

451.00 

902.00 

9,020 

4.14 

5.54 

5  to  5}4  years.  (12/1/72) 

23.11 

46.  22 

69.33 

92. 44 

184. 88 

462.20 

924.40 

9,244 

4.23 

5.68 

5>^  to  6  years..  (6/1/73) 

23.70 

47.40 

71.10 

94.80 

189.60 

474.00 

948.00 

9,480 

4.31 

5.87 

6  to  6H  years.  (12/1/73) 

24.32 

48.64 

72.96 

97.28 

194.56 

486.40 

972. 80 

9,728 

4.38 

6.20 

63^  to  7  years..  (6/1/74) 

24.97 

49.94 

74.91 

99.88 

199. 76 

499. 40 

998.80 

9,988 

4.46 

7.05 

MATURITY  VALUE 

(7  years  from  issue 

date) (12/1/74) 

25.85 

51.70 

77.55 

103.40 

206.80 

517.00 

1,034.00 

10,340 

4.64 

'  Month,  day,  and  year  on  which  issues  of  Dec.  1,  1967,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
2  Based  on  maturity  value  in  efTcct  on  the  beginning  date  of  the  half-year  period. 


EXHIBITS 


241 


TABLE  78 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1968 


Issue  price 

$18.75 

$37.50 

$56.25 

$75.00 

$150.00 

$375.00 

$750.00 

$7,500 

Approximate  invest- 

Denomination   . 

25.00 

50.00 

75.00 

100.00 

200.00 

500.00 

1,000.00 

10,000 

ment  yield 

(2)  On 

(3)  On 

purchase 

current 

price 

redemp- 

from issue 

tion  value 

Period  after  issue  date 

(1)  Redemption 

values  during  each  half-year  period 

date  to 

from 

(values  increase  on  first  day  of  period  shown) 

bORinning 

beginning 

of  each 

of  each 

half-year 

half-year 

period 

period  to 
maturity  2 

Percent 

Percent 

First  }^year..i  (6/1/68) 

$18. 75 

$37.50 

$56.25 

$75.00 

$150.00 

$375. 00 

$750.00 

$7,500 

0.00 

4.25 

1^  to  1  year.. (12/1/68) 

18.96 

37.92 

56.88 

75.84 

151.68 

379.20 

758.40 

7,584 

2.24 

4.40 

1  to  IM  years.  (6/1/69) 

19.32 

38.64 

57.96 

77.28 

154.56 

386. 40 

772. 80 

7,728 

3.02 

5.00 

Redemption  values  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 

IJ^  to  2  years.  (12/1/69) 

19.71 

39.42 

59.13 

78.84 

157. 68 

394.20 

788.40 

7,884 

3.36 

5.09 

2  to  2>4  years.  (6/1/70) 

20.12 

40.  24 

60.36 

80.48 

160.96 

402. 40 

804.80 

8,048 

3.56 

5.18 

2V^  to  3  years.  (12/1/70) 

20.56 

41. 12 

61.  ti8 

82.24 

164.48 

411.20 

822. 40 

8,224 

3.72 

5.27 

3  to  3}4  years- (6/1/71) 

21.03 

42.06 

63.09 

84.12 

168. 24 

420. 60 

841.20 

8,412 

3.86 

5.35 

334  to  4  years.  (12/1/71) 

21.54 

43.08 

64.62 

86.16 

172. 32 

430. 80 

861.60 

8,616 

4.00 

,5.43 

4  to  4}4  years.  (6/1/72) 

22. 07 

44.14 

66.21 

88.28 

176.56 

441.40 

882.80 

8,828 

4.12 

5.51 

4M  to  5  years.  (12/1/72) 

22. 62 

45.24 

67.86 

90. 48 

180. 96 

452. 40 

904. 80 

9,048 

4.21 

5.62 

5  to  5H  years.  (6/1/73) 

23. 19 

46.38 

69. 57 

92. 76 

185. 52 

463.80 

927.60 

9, 276 

4.30 

5.76 

5>4  to  6  years.  (12/1/73) 

23. 79 

47.58 

71.37 

95. 16 

190. 32 

475. 80 

951. 60 

9, 616 

4.38 

5.96 

6  to  6H  years.  (6/1/74) 

24.42 

48.84 

73.26 

97.68 

195. 36 

488.40 

976. 80 

9, 768 

4.45 

6.29 

6^4  to  7  years. (12/1/74) 

25.  09 

50.18 

75.27 

100.36 

200.72 

501. 80 

1,003.60 

10,036 

4.  ,53 

7.09 

MATURITY  VALUE 

(7  years  from  issue 

date)    .     ...(6/1/75) 

25.98 

51.96 

77.94 

103.92 

207.84 

519.60 

1,039.20 

10,392 

4.71 

1  Month,  day  and  year  on  which  issues  of  June  1,  1968,  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
-  Based  on  maturity  value  in  eflect  on  the  beginning  date  of  the  half-year  period. 


An'E.NDIX 

Maturities  and  summary  of  inveUmcnt  yields  to  maturity,  extended  maturity  and  second  extended  maturity 
dates  under  regulations  heretofore  prescribed  for  Scries  E  Savings  Bonds  with  issue  dates  May  1,  1941,  through 
May  1,  1969  (rates  percent  per  annum,  compounded  semiannually). 


Issue  dates 


Term  to 
original 
maturity 


Yields 


To  original  maturity 
(late 


To  extended  maturity 
date  (10  years) 


To  second  extend«d 
maturity  date 
(10  years) 


lOyears 2.90%... 2.90% 

+0.6Juncl,  1959. 


May  1941- 
April  1942. 

May  1942-May  1949.  10  years 2.90% 3.00% 

+0.5  June  1,  1959 

+0.4  December  1, 1965.. 

+0.1Junc  1,  1968 

June  1949-April         lOyears 2.90% 3.75% 

1952.  +0.6  June  1, 1959 +0.4  December  1, 1965.. 

+0. 1  June  1, 1968 

May  1952-March        9  years  8  3.00% 3.75% 

1956.  montlis.       +0.5  June  1,  1959 +0.4  December  1, 1965.. 

+0.1  Juncl,  1968 


3  75% 
+o!4  December  1,  1965. 
+0.1  June  1,  1968. 

3  75% 
+o!4  December  1,  1965. 
+0.1  Juncl,  1968. 

4.25%. 


See  footnotes  at  end  of  table. 
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TABLE  79 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1.  1968  THROUGH  MAY  1,  1969 


Issue  price $18.75 

Denomination 25.00 


$37.50    $56.25    $75.00    $150.00    $375.00 
50.00      75.00     100.00      200.00      500.00 


$750.00    $7,500 
1,000.00    10,000 


Approximate  invest- 
ment yield 


Period  after  issue  date 


(1)  Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


(2)  On 

(3)  On 

purchase 

current 

price 

redemp- 

from issue 

tion  value 

date  to 

from 

beginning 

beginning 

of  each 

of  each 

half-year 

half-year 

period 

period  to 

maturity  2 

Percent 
0.00 
2.24 


Percent 
4.25 
5.00 


FirstHyear.>(12/l/68)    $18.75    $37.50    $56.25    $75.00    $150.00    $375.00      $750.00    $7,500 
■^  to  1  year -..(6/1/69)      18.96      37.92      56.88      76.84      151.68      379.20        758.40      7,584 

Redemption  values  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 

1  to  IH  years.  (12/1/69) 
lHto2years.. (6/1/70) 

2  to  2}^  years.  (12/1/70) 
2H  to  3  years..  (6/1/71) 

3  to  3>^  years.  (12/1/71) 
3}^  to  4  years.. (6/1/72) 

4  to  4K  years.  (12/1/72) 
4H  to  5  years..  (6/1/73) 

5  to  5H  years.  (12/1/73) 
5H  to  6 years.. (6/1/74) 

6  to  61^  years.  (12/1/74) 
6)^  to  7  years..  (6/1/75) 
MATURITY  VALUE 

(7  years  from  i&sue 
date) (12/1/75) 

>  Month,  day  and  year  on  which  issues  of  Dec.  1,  1968  enter  each  period.  For  subsequent  issue  months  add  the 
appropriate  number  of  months. 
2  Based  on  maturity  value  in  effect  on  the  beginning  date  of  the  half-year  period. 


19.33 

38.66 

57.99 

77.32 

154.64 

386.60 

773.20 

7,732 

3.07 

5.09 

19. 72 

39.44 

59.16 

78.88 

157. 76 

394. 40 

788. 80 

7,888 

3.39 

5.19 

20.14 

40.28 

60.42 

80.56 

161.12 

402. 80 

805.60 

8,056 

3.61 

5.28 

20.59 

41.18 

61.77 

82. 36 

164.72 

411.80 

823.60 

8,236 

3.78 

5.37 

21.08 

42. 16 

63.24 

84.32 

168.64 

421.60 

843. 20 

8,432 

3.94 

5.45 

21.  59 

43.18 

64.77 

86.36 

172. 72 

431. 80 

863.60 

8,636 

4.07 

5.54 

22.13 

44.26 

66.39 

88.52 

177.04 

442. 60 

885.  20 

8,852 

4.19 

5.63 

22.70 

45. 40 

68.10 

90.80 

181.60 

454. 00 

908. 00 

9, 080 

4.29 

5.72 

23.28 

46.56 

69. 84 

93. 12 

186.  24 

465.60 

931.  20 

9, 312 

4.38 

5.88 

23. 89 

47.78 

71.67 

95.56 

191.12 

477. 80 

955. 60 

9, 556 

4.45 

6.09 

24.54 

49.08 

73. 62 

98. 16 

196. 32 

490. 80 

981. 60 

9, 816 

4.54 

6.42 

25.23 

50. 46 

75.69 

100. 92 

201. 84 

504.  60 

1,009.20 

10, 092 

4.62 

7.21 

26.14 

52.28 

78.42 

104.56 

209.12 

522.80 

1.045.60 

10.456 

4.80  ... 

Appe.vdi.x — Continued 


Issue  dates 


Term  to 
original 
maturity 


To  original  maturity 
date 


To  e.\tended  maturity 
date  (10  years) 


To  second  extended 
maturity  date 
(10  years) 


April  195&- 

November  1956. 
December  1956- 

January  1957. 

February  1957- 
May  1959. 

June  1959- 
November  1965. 

December  1965- 

May  1968. 
June  1968-May 

1969. 


9  years  8 
months. 

9  years  8 
months. 

8  years  11 
months. 

7  years  9 
months. 


7  years. 
7  years. 


3.  (X)%  4. 15% 

+0.5  June"l,"l959V.".^'."."."."."  +0.1  June  V,  1968.'.". 

3  00%                                          4. 15% 
+o!5  JuneV,"l959.V.'.".I."I!!  +o!l  June V,'l968.'.". 
+0.4  December  1, 1965 

3  25%                                       4. 15% 
+o!5  JuneV,  19.59.V.'.]."!!]!  +o!l  JuneV,'l968.V. 
+0.4  December  1,  1965 

3  75%                                        4. 15% 
+o!4  December  i,' 1965^1 1  +o!l  Juiie  1,1968 "'.' 
+0.1  June  1,1968 

4.15%... 4.25% 

+0.1  June  1, 1968 

4.25% 4.25% - 


'  Prior  to  maturity,  the  Secretary  of  the  Treasury  could  prescribe  a  different  yield  for  extended  maturity  period 
for  bonds  for  which  Tables  of  Redemption  Values  for  the  extension  had  not  been  previously  published.  Tables  of 
Redemption  Values  were  published  lor  extended  maturity  period  for  bonds  with  issue  dates  through  May  1,  1962. 

[P.R.  Doc.  70-724;  Filed,  Jan.  16,  1970;  8:50  a.m.] 
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Exhibit  5.— Department  Circular  No.  905,  December  12,  1969,  Fifth  Revision, 
offering  of  United  States  savings  bonds.  Series  H 

Treasury  Department, 
Washington,  December  12, 1969. 

PART  332— OFFERING  OF  UNITED  STATES  SAVINGS  BONDS,  SERIES  H 

The  regulations  set  forth  in  Treasury  Department  Circular  No.  905,  Fourth  Re- 
vision, dated  April  7,  1966,  and  the  tables  incorporated  therein,  as  revised  and 
amended  (31  OFR  Part  332),  have  been  further  revised  and  amended  as  shown 
below.  The  changes  were  effected  under  authority  of  section  22  of  the  Second 
Liberty  Bond  Act,  as  amended  (49  Stat.  21,  as  amended;  31  U.S.C.  757c),  and  5 
U.S.C.  301.  This  revision  was  originally  published  in  Volume  34,  Federal  Regis- 
ter, Part  III,  December  6,  1969,  and  is  republished  to  include  table  2,  and  sub- 
sequent tables,  which  were  not  included  in  the  original  publication.  Notice  and 
public  procedures  thereon  are  unnecessary  as  public  property  and  contracts  are 
involved. 

Dated :  December  12,  1969. 

[seal]  John  K.  Carlock, 

Fiscal  Assistant  Secretary. 

Treasury  Department  Circular  No.  905,  Fourth  Revision,  dated  April  7,  1966, 
and  the  tables  incorporated  therein  (31  CFR  Part  332),  as  amended  and  revised, 
are  hereby  further  amended  and  revised,  and  issued  as  the  Fifth  Revision,  as 
follows,  effective  December  1, 1969. 

Sec. 

332.1  Offering  of  bonds. 

332.2  Description  of  bonds. 

332.3  Governing  regulations. 

332.4  Registration. 

332.5  Limitation  on  holdings. 

332.6  Purchase  of  bonds. 

332.7  Delivery  of  bonds. 

332.8  Extended  term  and  improved  yields  for  outstanding  bonds. 

332.9  Taxation. 

332.10  Redemption  or  payment. 

332.11  Reservation  as  to  issue  of  bonds. 

332.12  Preservation  of  rights. 

332.13  Fiscal  agents. 

332.14  Reservation  as  to  terms  of  offer. 

Tables  of  checks  issued  and  investment  yields. 
Appendix. 

Authority  :  The  provisions  of  this  Part  332  issued  under  authority  of  sec.  22  of  the 
Second  Liberty  Bond  Act,  as  amended,  49  Stat.  21,  as  amended  ;  31  U.S.C.  757c. 

§  332.1     Offering  of  bonds. 

The  Secretary  of  the  Treasury  hereby  offers  for  sale  to  the  people  of  the 
United  States,  U.S.  Savings  Bonds  of  Series  H,  hereinafter  generally  referred 
to  as  "Series  H  bonds"  or  "bonds."  This  offer  will  continue  until  terminated  by 
the  Secretary  of  the  Treasury. 

§  332.2     Description  of  bonds. 

(a)  General.  Series  H  bonds  bear  a  facsimile  of  the  signature  of  the  Secretary 
of  the  Treasury  and  of  the  Seal  of  the  Department  of  the  Treasury.  They  are 
issued  only  in  registered  form  and  are  nontransferable. 

(b)  Denominations  and  prices.  Series  H  bonds  are  issued  at  face  (par) 
amount  and  are  available  in  denominations  of  $500,  $1,000,  and  $5,000. 

(c)  Inscription  and  issue.  At  the  time  of  issue  the  issuing  agent  will  (1)  in- 
scribe on  the  face  of  each  Series  H  bond  the  name,  taxpayer  identifying  number,^ 
and  address  of  the  owner,  and  the  name  of  the  beneficiary,  if  any,  or  the  name 
and  address  of  the  first-named  coowner  and  the  taxpayer  identifying  number' 

^  The  number  required  to  be  used  on  tax  returns  and  other  documents  submitted  to  the 
Internal  Revenue  Service  (an  individual's  social  security  account  number  or  employer 
identification  number).  If  the  coowners  are  husband  and  wife,  tlie  husiband's  number  should 
be  furnished.  If  the  coowners  are  a  minor  and  an  adult,  the  adult's  number  should  be 
furnished. 
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of  one  coowner,  (2)  enter  in  the  upper  righthand  portion  of  the  bond  the  issue 
date,  and  (3)  imprint  the  agent's  dating  stamp  in  the  lower  right-hand  portion 
to  show  the  date  the  bond  is  actually  inscribed.  A  Series  H  bond  shall  be  valid 
only  if  an  authorized  issuing  agent  receives  payment  therefor  and  duly  inscribes, 
dates,  stamps,  and  delivers  it  in  accordance  with  the  purchaser's  instructions. 

(d)  Term.  A  Series  H  bond  will  be  dated  as  of  the  first  day  of  the  month  in 
which  payment  therefor  is  received  by  an  agent  authorized  to  issue  the  bonds. 
This  date  is  the  issue  date  and  the  bond  will  mature  and  be  payable  10  years 
from  the  issue  date.  The  bond  may  not  be  called  for  redemption  before  the  matu- 
rity date  or  any  authorized  extended  maturity  date,  but  may  be  redeemed  at  par 
after  6  months  from  the  issue  date.  However,  the  Department  may  require 
reasonable  notice  of  presentation  for  redemption  before  the  maturity  date  or 
any  authorized  extended  maturity  date. 

(e)  Interest  {investment  yield).  The  interest  on  a  Series  H  bond  will  be  paid 
semiannually  by  check  drawn  to  the  order  of  the  registered  owner  or  coowners, 
beginning  6  months  from  issue  date.  Interest  payments  will  be  on  a  graduate 
scale,  fixed  to  produce  an  investment  yield  of  approximately  5  i^ercent  per  annum, 
compounded  semiannually  if  the  bond  is  held  to  maturity  but  the  yield  will  be  less 
if  the  bond  is  redeemed  prior  thereto  (see  table  1).  Interest  will  cease  at  matu- 
rity, or  at  the  end  of  the  extension  i>eriod  for  bonds  for  which  an  extension  has 
been  granted,  or  in  the  case  of  redemption  before  maturity,  at  the  end  of  the 
interest  period  next  preceding  the  date  of  redemption,  except  that  if  the  date  of 
redemption  falls  on  an  interest  payment  date,  interest  will  cease  on  that  date. 

(f)  Outstanding  bonds  with  issue  dates  June  1,  1969,  or  thereafter.  Series 
H  bonds  with  issue  dates  of  June  1,  1969,  or  thereafter,  and  outstanding  on  the 
effective  date  of  the  regulations  in  this  part,  are  deemed  to  be  Series  H  bonds 
issued  under  the  terms  of  this  part  and  the  interest  provided  for  in  paragraph 
(e)  of  this  section  is  applicable  to  such  bonds.  Series  H  bond  stock  on  sale  prior 
to  June  1,  1969,  will  be  used  for  issue  under  this  part  until  such  time  as  new  stock 
is  printed  and  supplied  to  issuing  agents.  Such  bonds  have  the  new  interest 
rate  as  fully  as  if  expressly  set  forth  in  the  text  of  the  bonds.  It  will  be  un- 
necessary for  owners  to  exchange  bonds  issued  on  old  stock  for  bonds  on  new 
stock  as  the  Department  of  the  Treasury  will  issue  interest  checks  for  the 
bonds  in  the  appropriate  amounts  as  set  forth  in  Table  1.  However,  when  the 
new  stock  becomes  available,  issuance  on  the  new  stock  may  be  obtained  by 
presentation  for  that  purpose  of  bonds  issued  on  the  old  stock  to  any  Federal 
Reserve  Bank  or  Branch,  or  to  the  Treasurer  of  the  United  States,  Securities 
Division,  Washington,  D.C.  20220. 

§  332.3     Governing  regulations. 

Series  H  bonds  are  subject  to  the  regulations  of  the  Treasury  Department, 
now  or  hereafter  prescribed,  governing  U.S.  Savings  Bonds,  contained  in  Depart- 
ment Circular  No.  530,  current  revision  (Part  315  of  this  subchapter).^ 

§  332.4     Registration. 

(a)  General.  Generally,  only  residents  of  the  United  States,  its  territories 
and  possessions,  the  Commonwealth  of  Puerto  Rico,  the  Canal  Zone  and  citizens 
of  the  United  States  temporarily  residing  abroad  are  eligible  to  be  named 
as  owners  of  Series  H  bonds.  The  bonds  may  be  registered  in  the  names  of  natural 
persons  in  their  own  right  as  provided  in  paragraph  (b)  of  this  section,  and  in 
the  names  and  titles  or  capacities  of  fiduciaries  and  organizations  as  provided 
in  paragraph  (c)  of  this  section.  Full  information  regarding  authorized  forms 
of  registration  and  restrictions  with  respect  thereto  will  be  found  in  the 
governing  regulations. 

(b)  Natural  persons  in  their  own  right.  The  bonds  may  be  registered  in  the 
names  of  natural  persons  (whether  adults  or  minors)  in  their  own  right,  single 
ownership,  coownership,  and  beneficiary  forms. 

(c)  Others.  The  bonds  may  be  registered  in  single  ownership  form  in  the 
names  of  fiduciaries  and  private  and  public  organizations,  as  follows : 

(1)  Fiduciaries.  In  the  names  of  and  showing  the  titles  or  capacities  of  any 
persons  or  organizations,  public  or  private,  as  fiduciaries  (including  trustees, 
legal   guardians   or  similar  representatives,   and  certain  custodians)    but  not 


1  Copies  may  be  obtained  on  application  to  any  Federal  Reserve  Bank  or  Branch  or  the 
Bureau  of  the  Public  Debt,  Washinglion,  D.C.  20220,  or  its  Chicago  Office,  536  South  Clark 
Street,  Chicago,  111.  60605. 
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where  the  fiduciary  would  hold  the  bonds  merely  or  principally  as  security  for 
the  performance  of  a  duty,  obligation,  or  service. 

(2)  Private  and  public  organizations.  In  the  names  of  private  or  public  organi- 
zations (including  private  corporations,  partnerships,  and  unincorporated  associa- 
tions, and  States,  counties,  public  corporations,  and  other  public  bodies),  in  their 
own  right,  but  not  in  the  names  of  commercial  banks.^ 

§  332.5     Limitation  on  holdings. 

The  amount  of  Series  H  bonds  originally  issued  during  any  1  calendar  year 
that  may  be  held  by  any  one  person,  at  any  one  time,  computed  in  accordance 
with  the  governing  regulations,  is  limited,  as  follows  : 

(a)  General  limitation.  $5,000  (face  amount)  for  the  calendar  year  1969  ^  and 
each  calendar  year  thereafter.'' 

(b)  Special  limitation  for  gifts  to  exempt  organizations  under  26  CFR  1.501 
(c)  (3)-l.  $200,000  (face  amount)  for  the  calendar  year  1969  and  each  calendar 
year  thereafter  for  bonds  received  as  gifts  by  an  organization  which  at  the  time 
of  purchase  was  an  exempt  organization  under  the  terms  of  26  CFR  1.501(c) 
(3)-l. 

(c)  Exchanges  pursuant  to  Department  Circular  No.  1036,  as  amended.  Series 
H  bonds  issued  in  exchange  for  bonds  of  Series  E  *  imder  the  provisions  of 
Department  Circular  No.  1036,  as  amended  (Part  339  of  this  subchapter),  are 
exempt  from  the  annual  limitation. 

§  332.6    Purchase  of  bonds. 

(a)  Agents.  Only  the  Federal  Reserve  Banks  and  Branches  and  the  Treasury 
Department  are  authorized  to  act  as  official  issuing  agents  for  the  sale  of  Series 
H  bonds.  However,  financial  institutions  may  forward  applications  for  purchase 
of  the  bonds.  The  date  of  receipt  of  the  application  and  payment  to  an  issuing 
agent  will  govern  the  issue  date  of  the  bonds  purchased. 

(b)  Application  for  purchase  and  remittance.  The  applicant  for  purchase  of 
Series  H  bonds  should  furnish  (1)  instructions  for  registration  of  the  bonds  to 
be  issued,  which  must  be  in  authorized  form,  (2)  the  appropriate  taxpayer  identi- 
fying number,^  (3)  the  po.st  office  address  of  the  owner  or  first-named  coowner, 
and  (4)  the  address  for  delivery  of  the  bonds  and  for  mailing  checks  in  payment 
of  interest,  if  other  than  that  of  the  owner  or  first-named  coowner.  The  applica- 
tion should  be  forwarded  to  a  Federal  Reserve  Bank  or  Branch  or  the  Office  of  the 
Treasurer  of  the  United  State.s,  Securities  Division,  Washington.  D.C.  20220, 
accompanied  by  a  remittance  to  cover  the  purchase  price.  Any  form  of  exchange 
including  personal  checks  will  be  accepted  subject  to  collection.  Checks  or  other 
forms  of  exchange  should  be  drawn  to  the  order  of  the  Federal  Reserve  Bank  or 
Treasurer  of  the  United  States,  as  the  case  may  be.  Checks  payable  by  endorse- 
ment are  not  acceptable.  Any  depositary  qualified  pursuant  to  Treasury  Depart- 
ment Circular  No.  92,  current  revision  (Part  203  of  this  chapter) ,  will  be  permitted 
to  make  payment  by  credit  for  bonds  applied  for  on  behalf  of  its  customers  up  to 
any  amount  for  which  it  shall  be  qualified  in  excess  of  existing  deposits,  when  so 
notified  by  the  Federal  Reserve  Bank  of  its  district. 

§  332.7     Delivery  of  bonds. 

Authorized  issuing  agents  will  deliver  the  Series  H  bonds  either  in  person,  or 
by  mail  at  the  risk  and  expense  of  the  United  States,  at  the  address  given  by 
the  purchaser,  but  only  within  the  United  States,  its  territories  and  possessions, 


1  Commercial  banks,  as  defined  in  §  315.7(c)  (1),  Department  Circular  No.  530,  current 
revision,  for  this  purpose  are  those  accepting  demand  deposits. 

2  Investors  who  purchased  less  than  .?5,000  (face  amount)  of  the  bonds  prior  to  the 
efife<»tive  date  of  these  regulations  will  be  entitled  only  to  purchase  enough  to  bring  their 
total  for  the  year  to  that  amount.  Investors  who  purchased  more  than  that  amount  prior 
to  the  effective  date  will  not  be  entitled  to  purchase  additional  bonds  during  the  calendar 
year. 

'^  The  proceeds  of  redemption  of  bonds  of  Series  F,  G,  J,  and  K,  all  now  matured,  may 
be  used  by  owners  to  purchase  Series  H  bonds  without  regard  to  the  limitation  under  the 
conditions  and  restrictions  set  fonth  in  §  332.5(b)  of  the  Fourth  Re^'ision  of  this  circular. 

*  Series  J  bonds  became  ineligible  for  exchange  under  Department  Circular  No.  1036,  as 
amended,  on  Nov.  1,  1JMJ9. 

^  The  number  required  to  be  used  on  tax  returns  and  other  documents  submitted  to  the 
Internal  Revenue  Service  (an  individual's  social  security  account  number  or  employer 
Identification  number).  If  the  coowners  are  husiband  and  wife,  the  husband's  number  should 
be  furnished.  If  tlie  coowners  are  a  minor  and  an  adult,  the  adult's  number  should  be 
furnished. 
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the  Commonwealth  of  Puerto  Rico,  and  the  Canal  Zone.  No  mail  deliveries  else- 
where will  be  made.  If  purchased  by  citizens  of  the  United  States  temporarily  re- 
siding abroad,  the  bonds  will  be  delivered  at  such  address  in  the  United  States 
as  the  purchaser  directs. 

§  332.8    Extended  term  and  improved  yields  for  outstanding  bonds. 

(a)  Extended  maturity  period — (1)  General.  The  term  "extended  maturity 
period,"  when  used  herein,  refers  to  the  interval  after  the  maturity  dates  during 
which  owners  may  retain  their  bonds  and  continue  to  earn  interest  thereon.  No 
special  action  is  required  of  owners  desiring  to  take  advantage  of  any  extensions 
heretofore  or  hereby  granted.  Merely  by  continuing  to  hold  their  bonds  after  ma- 
turity, owners  will  continue  to  earn  further  interest.^ 

(2)  Bwids  toith  issue  dates  June  1,  1952,  through  November  1,  1965.  Owners 
of  Series  H  bonds  with  issue  dates  of  June  1,  1952,  through  November  1,  1965, 
may  retain  their  bonds  for  an  extended  maturity  period  of  10  years. 

(b)  Improved  yields^ — (1)  OutstoAiding  bonds.  The  investment  yield  on  all 
Series  H  bonds  outstanding  on  the  effective  date  of  these  regulations  is  hereby 
increased  to  approximately  5  percent  per  annum,  compounded  semiannually,  as 
follows : 

(i)  Bonds  ivith  issue  dates  June  1, 1961,  through  May  1, 1969.  For  the  remaining 
period  to  the  maturity  date. 

(ii)  Bonds  with  issue  dates  December  1,  1959,  through  May  1,  1961.  For  any  re- 
maining period  to  the  maturity  date,  and  for  the  extended  maturity  period. 

(iii)  Bonds  with  issue  dates  June  1,  1952,  through  November  1,  1959.  For  any 
remaining  period  to  the  extended  maturity  date. 

The  yield  will  be  less  if  the  bonds  are  redeemed  earlier.  The  increase,  on  a  grad- 
uated basis,  will  begin  with  the  first  interest  period  starting  on  or  after  June  1, 
1969. 

(2)  Presently  authorized  extensions.  The  investment  yield  for  any  presently 
authorized  extension  period  for  which  tables  of  redemption  values  and  investment 
yields  are  not  announced  and  published  herein  will  be  at  the  rate  in  effect  for 
Series  H  bonds  currently  issued  on  the  maturity  date. 

§  332.9    Taxation. 

The  income  derived  from  Series  H  bonds  is  subject  to  all  taxes  imposed  under 
the  Internal  Revenue  Code  of  1954.  The  bonds  are  subject  to  estate,  inheritance, 
gift,  or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all 
taxation  now  or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any 
State,  by  any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing 
authority. 

§  332.10     Redemption  or  payment. 

Prior  to  maturity,  or  extended  maturity  for  bonds  having  an  extended  maturity 
period,  a  Series  H  bond  will  be  redeemed  at  par  at  the  option  of  the  owner,  in 
whole  or  in  part,  in  the  amount  of  an  authorized  denomination  or  multiple 
thereof,  after  6  months  from  issue  date,  upon  presentation  and  surrender  of  the 
bond  with  a  duly  executed  request  for  payment  to  (a)  a  Federal  Reserve  Bank 
or  Branch,  (b)  the  Ofl5ce  of  the  Treasurer  of  the  United  States,  Securities 
Division,  Washington,  D.C.  20220  or  (c)  the  Bureau  of  the  Public  Debt,  Division 
of  Loans  and  Currency  Branch,  536  South  Clark  Street,  Chicago,  111.  60605.  How- 
ever, a  bond  received  for  redemption  or  payment  by  an  agency  during  the  calendar 
month  preceding  an  interest  payment  date  will  not  be  redeemed  or  paid  until  that 
date.  At  or  after  maturity,  or  extended  maturity  for  bonds  having  an  extended 
maturity  period,  a  bond  presented  for  redemption  will  be  paid  at  par. 

§  322.11     Reservation  as  to  issue  of  bonds. 

The  Secretary  of  the  Treasury  reserves  the  right  to  reject  any  application  for 
Series  H  bonds,  in  whole  or  in  part,  and  to  refuse  to  issue  or  permit  to  be  issued 
hereunder  any  such  bonds  in  any  case  or  any  class  or  classes  of  cases  if  he  deems 
such  action  to  be  in  the  public  interest,  and  his  action  in  any  such  respect  shall 
be  final. 

1  The  tables  incorporated  herein,  arranged  according  to  issue  dates,  show  the  current 
schedules  of  interest  payments  and  investment  yields. 

^  See  appendix  for  maturities  and  summary  of  invested  yields  to  maturity  and 
extended  maturity  dates  under  regulations  heretofore  prescribed  for  Series  H  bonds  with 
issue  dates  June  1,  1952,  through  May  1,  1969. 
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Tables  of  Checks  Issued  and  Investment  Yields  for  United  States  Savings  Bonds  of  Series  H 

Each  tabic  shows;  (1)  The  amounts  of  interest  clicck  payments  during  the  current  maturity  period  and  during  any 
authorized  subsequent  maturity  period,  on  bonds  bearing  issue  dates  covered  by  tlie  table;  (2)  for  each  maturity 
period  shown,  the  approximate  investment  yield  on  the  face  value  from  the  beginning  of  such  maturity  period  to 
each  subsequent  interest  payment  date;  and  (3)  the  approximate  investment  yield  on  the  face  value  from  each  in- 
terest payment  date  to  next  maturity.  Yields  are  expressed  in  terms  of  rate  percent  per  annum,  compounded  semi- 
annually. 

TABLE  1 

BONDS  BEARING  ISSUE  DATES  BEGINNING  JUNE  1.  1969 


{Maturity  value 
Redemption  value  ' 
Issue  price 


$500 

$1,000 

$5,000 

500 

1.000 

5,000 

500 

1,000 

5,000 

Approximate  investment 
yield  on  face  value 


Period  of  time  bond  is  held  after  issue  date 


(2)  From  issue  (3)  From  each 
(1)  Amounts  of  interest  date  to  each      interest  pay- 

checks for  each  denomination    interest  pay-      ment  date  to 
ment  date  maturity 


M  year - - - $8. 75 

1  year 12.75 

IJ^  years --.- 12.75 

2  years .- _ 12.75 

2>$  years - -  12.75 

3  years. -.. 12.75 

31^  years 12.75 

4  years 12.75 

4H  years.... 12.75 

5  years --  12.75 

5H  years - 12.75 

6  years --  12.75 

6J^  years - -.-. --- ----  12.75 

7  years -- 12.75 

7}^  years 12.75 

8  years - 12.75 

8H  years --.. - 12.75 

9  years .._ - 12.75 

95^  years _ 12.75 

10  years  (maturity). .  _ _ 12.75 


Percent 


Percent 


$17.50 

$87.50 

3.50 

5.10 

25.50 

127.50 

4.20 

5.10 

25.50 

127.50 

4.55 

5.10 

25.50 

127.50 

4.69 

5.10 

25.50 

127.50 

4.76 

5.10 

25.50 

127.50 

4.82 

5.10 

25.50 

127.50 

4.85 

5.10 

25.50 

127.50 

4.88 

5.10 

25.50 

127.50 

4.90 

5.10 

25.50 

127.50 

4.92 

5.10 

25.50 

127.50 

4.94 

5.10 

25.50 

127.50 

4.95 

5.10 

25.50 

127.50 

4.96 

5.10 

25.50 

127.50 

4.97 

5.10 

25.50 

127.50 

4.97 

5.10 

25.50 

127.50 

4.98 

5.10 

25.50 

127.50 

4.99 

5.10 

25.50 

127.50 

4.99 

5.10 

25.50 

127.50 

5.00 

5.10 

25.50 

127.50 

5.00 

'  At  all  times,  except  that  bond  is  not  redeemable  during  first  6  months. 

TABLE  2 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  1,  1952 


^f Issue  price 

'{Redemption  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000    Approximate  investment  yield 
10,000  on  face  value 


Period  of  time  bond  is  held  after  maturity 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


EXTENDED  MATURITY 
PERIOD 


(2)  From 
beginning  of 
extended 
maturity 
period  to  each 
interest  pay- 
ment date 


(3)  From 

each  mterest 

payment  date 

to  extended 

maturity  - 


i^Syear -.1(8/1/62)  $9.37 

1  year -.(2/1/63)  9.37 

IJ^  years (8/1/63)  9.37 

2  years -.-- - (2/1/64)  9.37 

2H  years (8/1/64)  9.37 

3  years (2/1/65)  9.37 

3M  years (8/1/65)  9.37 

4  years (2/1/66)  9.37 

4K  years -.(8/1/66)  9.55 

5  years - (2/1/67)  9.55 

5H  years (8/1/67)  9.55 

6  years (2/1/68)  10.15 

634  years - (8/1/68)  10.15 

7  years -.-(2/1/69)  10.15 

7H  years (8/1/69)  10.60 


$93. 

93. 

93. 

93. 

93. 

93. 

93. 

93. 

95. 

95. 

95. 
101. 
101. 
101. 
106. 


$187.  50 
187.50 
187.50 
187.50 
187.  50 
187.50 
187.50 
187.50 
191.00 
191.00 
191.00 
203.00 
203.  00 
203.00 
212. 00 


Percent 
3. 
3. 
3. 
3. 
3. 
3. 
3. 
3. 
3. 
3. 
3. 
3. 
3. 
3. 
3. 


Percent 

3.75 
3.75 
3.75 
3.75 
3.75 
3.75 
3.75 
4.15 
4.19 
4.23 
4.28 
4.31 
4.44 
4.51 
5.00 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


8  years (2/1/70)  . 

834  years- -- (8/1/70) 

9  years (2/1/71) 

9}^  years— (8/1/71) 

10  years  (extended  maturity)  ' -  (2/1/72) 


10.80 

21.60 

108.00 

216.00 

3.87 

5.18 

11.25 

22.50 

112.  5(J 

225. 00 

3.90 

5.42 

12.  50 

25. 00 

125. 00 

250.  00 

3.90 

5.64 

12.95 

25.  90 

r29.  50 

259. 00 

4.01 

0.12 

15.30 

30.60 

153.00 

306.00 

M.09 

•  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1952.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

-  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
5  19  years  and  8  months  after  issue  date. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.53  percent. 
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TABLE  3 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1,  1952  THROUGH  MARCH  1,  1953 


race  *»'<»«=  j  jjgjg^p,j^^  j^^j  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000    Approximate  investment  yield 
10,000  on  face  value 


Period  of  time  bond  is  held  after  maturity 
date 


(1)  Amounts  of  interest  checks  for 

(2)  From 

each  denomination 

beginning  of 

(3) 

From 

extended 
maturity 

each  interest 
payment  date 

EXTENDED 

MATURITY 

period  to  each 

to  extended 

PERIOD 

interest  pay- 

maturity = 

ment  date 

Percent 

Percent 

$9.37 

$18. 75 

$93.  75 

$187.  50 

3.75 

3.75 

y.  37 

18.75 

93.75 

187.50 

3.75 

3.75 

9.37 

18.75 

93.  75 

187.50 

3.75 

3.75 

9.37 

18.  75 

93.  75 

187.50 

3.75 

3.75 

y.37 

18.75 

93.75 

187.50 

3.75 

3.75 

9.37 

18.75 

93. 75 

187.50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.50 

3.75 

4.15 

9.55 

19.10 

95.50 

191.00 

3.76 

4.18 

y.55 

19.10 

95.50 

191.00 

3.76 

4.22 

9.55 

19.10 

95.50 

191.00 

3.77 

4.26 

10.05 

20.10 

100.50 

201.00 

3.79 

4.29 

10.05 

20.10 

100.50 

201.00 

3.81 

4.43 

10.05 

20.10 

100.50 

201.00 

3.82 

4.60 

10.60 

21.20 

106.00 

212.00 

3.85 

5.00 

Kyear.-- ..'  (12/1/62) 

lyear.. (6/1/63) 

IJ^  years (12/1/63) 

2  years-... (6/1/64) 

2H  years (12/1/64) 

3  years (6/1/65) 

3K  years... ....(12/1/65) 

4  years ..- .(6/1/66) 

4K  years (12/1/66) 

5  years (6/1/67) 

6H  years (12/1/67) 

6  years (6/1/68) 

6H  years ..(12/1/68) 

7  years (6/1/69) 


Amounts  of  interest  checks  and  Investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


714  years (12/1/69) 

8  years ....(6/1/70) 

8H  years (12/1/70) 

9  years.... (6/1/71) 

9H  years (12/1/71) 

10  years  (extended  maturity)  3 (6/1/72) 


10.80 

21.60 

108.00 

216.00 

3.88 

5.14 

11.20 

22.40 

112.00 

224. 00 

3.91 

5.32 

11.55 

23.10 

115.50 

231. 00 

3.94 

5.56 

12.80 

25.60 

128.  00 

256.00 

4.00 

5.79 

13.20 

26.40 

132.00 

264.00 

4.05 

6.32 

15.80 

31.60 

158. 00 

316.00 

*4.15 

'  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Oct.  1, 1952.  For  subsequent  issue  months  add 
the  appropriate  number  of  months. 

■  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

5  19  years  and  8  months  after  issue  date. 

*  Yield  from  issue  date  to  extended  maturity  date  on  bonds  dated:  Oct.  1  and  Nov.  1,  1952  is  3.55  percent;  Dec.  1, 
1952  through  Mar.  1, 1953  is  3.56  percent. 
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TABLE  4 

BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  SEPTEMBER  I,  1953 


Fact,  value  "^"^P"*^^   - 

race  ™'ue|  Redemption  and  maturity  value. 


$500 
500 


$1,000 
1.000 


$5,000 
5,000 


$10,000 
10,000 


Approximate  investment  yield 
on  face  value 


Period  of  time  bond  is  lield  after  maturity 
date 


(1)  Amounts  of  interest  checks  for 

(2)  From 

each  denomination 

beginning  of 

(3) 

From 

extended 
maturity 

each 
payn: 

interest 

lent  date 

EXTENDED 

MATURITY 

period  to  each 

to  extended 

PERIOD 

interest  pay- 

maturity ■ 

ment  date 

Percent 

Percent 

$9.37 

$18.  75 

$93.  75 

$187.  50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.50 

3.75 

4.15 

9.55 

19.10 

95.50 

191.00 

3.76 

4.18 

9.55 

19.10 

95.50 

191.00 

3.77 

4.21 

9.55 

19.10 

95.50 

191.00 

3.77 

4.26 

10.00 

20.00 

100.00 

200.00 

3.79 

4.28 

10.00 

20.00 

100.00 

200.00 

3.81 

4.42 

10.00 

20.00 

100.00 

200.00 

3.82 

4.48 

10.50 

21.00 

105.00 

210.00 

3.85 

5.00 

Hyear '(6/1/63) 

lyear (12/1/63) 

IH  years. _ ._  (6/1/64) 

2  years (12/1/64) 

2J^ years _-.  (6/1/65) 

3  years (12/1/65) 

3}^  years (6/1/66) 

4  years. (12/1/66) 

4H  years (6/1/67) 

5  years (12/1/67) 

5H  years (6/1/68) 

6 years (12/1/68) 

6H  years (6/1/69) 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


7  years (12/1/69) 

7)4  years (6/1/70) 

8  years (12/1/70) 

8M  years (6/1/71) 

9  years (12/1/71) 

9H  years (6/1/72) 

10  years  (extended  maturity)  > (12/1/72) 


10.65 

21.30 

106.50 

213.00 

3.88 

5.13 

11.00 

22.00 

110.00 

220.00 

3.91 

5.29 

11.35 

22.70 

113.50 

227.00 

3.94 

5.49 

12.60 

25.20 

126.00 

252.00 

3.99 

5.64 

12.95 

25.90 

129.50 

259.00 

4.05 

5.88 

13.30 

26.60 

133.00 

266.00 

4.10 

6.46 

16.15 

32.30 

161.50 

323.00 

M.20 

'  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Apr.  1, 1953.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

2  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

3 19  years  and  8  months  after  issue  date. 

»  Yield  from  issue  date  to  extended  maturity  date  on  bonds  dated:  Apr.  1  and  May  1,  1953  is  3.59  percent;  June 
1  through  Sept.  1,  1953  is  3.60  percent. 
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TABLE  5 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1.  1953  THROUGH  MARCH  1,  1954 


>  value  /Issue  price 
^■'"*  iRedemptio 


ion  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000    Approximate  Investment  yield 
10,000  on  face  value 


Period  of  time  bond  is  held  after  maturity 
date 


(1)  Amounts  of  Interest   checks   for 
each  denomination 


EXTENDED  MATURITY 
PERIOD 


(2)  From 
beginning  of 
extended 
maturity 
period  to  each 
interest  pay- 
ment date 


(3)  From 

each  interest 

payment  date 

to  extended 

maturity  ' 


Percent  Percent 

Hyear. --       '(12/1/63)  $9.37  $18.75  $93.75  $187.50  3.75  3.75 

lyear. ..- (6/1/64)  9.37  18.75  93.75  187.50  3.75  3.75 

IJ^years (12/1/64)  9.37  18.75  93.75  187.50  3.75  3.75 

2  years (6/1/65)  9.37  18.75  93.75  187.50  3.75  3.75 

2H  years (12/1/65)  9.37  18.75  93.75  187.60  3.75  4.15 

3years (6/1/66)  9.55  19.10  95.50  191.00  3.76  4.18 

3Myears (12/1/66)  9.55  19.10  95.50  191.00  3.77  4.21 

4  years (6/1/67)  9.65  19.10  95.50  IS.1.00  3.78  4.25 

4}^years (12/1/67)  9.95  19.90  99.60  199.00  3.80  4.27 

5years (6/1/68)  9.95  19.90  99.50  199.00  3.81  4.41 

5Myears (12/1/68)  9.95  19.90  99.50  199.00  3.83  4.46 

eyears (6/1/69)  10.45  20.90  104.50  209.00  3.85  5.00 

Amounts  of  interest  checks  and  Investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


6H  years (12/1/69) 

7  years (6/1/70) 

7H  years (12/1/70) 

8  years (6/1/71) 

8H  years (12/1/71) 

9  years (6/1/72) 

9H  years (12/1/72) 

10  years  (extended  nwturity)  > (6/1/73) 


10.60 

21.20 

106.00 

212.00 

3.88 

5.12 

10.90 

21.80 

109.00 

218.00 

3.91 

5.25 

11.25 

22.50 

112.50 

225.00 

3.94 

6.42 

11.55 

23.10 

115.60 

231.00 

3.98 

5.63 

12.90 

25.80 

129.00 

258.00 

4.04 

6.79 

13.25 

26.50 

132.50 

265.00 

4.10 

6.05 

13.55 

27.10 

135.60 

271.00 

4.15 

6.70 

16.75 

33.50 

167.50 

335.00 

M.26 

'  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Oct.  1,  1953.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

2  Based  on  schedule  of  interest  checks  in  eSect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

3 19  years  and  8  months  after  issue  date. 

*  Yield  from  issue  date  to  extended  maturity  date  on  bonds  dated:  Oct.  1  and  Nov.  1,  1953  is  3.62  percent;  Dec.  1, 
1953  through  Mar.  1,  1954  is  3.64  percent. 
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TABLE  6 

BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  SEPTEMBER  1.  1954 


race  "»'"«( Redemption  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000     $10,000    Approximate  investment  yield 
5,000       10,000  on  face  value 


Period  of  time  bond  is  held  after  maturity 


(1)  Amounts  of  interest  checks   for 

(2)  From 

each  denomination 

beginning  of 

(3) 

From 

extended 
maturity 

each  interest 
payment  date 

EXTENDED 

MATURITY 

period  to  each 

to  extended 

PERIOD 

interest  pay- 

maturity' 

ment  date 

Percent 

Percent 

$9.37 

$18. 75 

$93. 75 

$187.  50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.  50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.50 

3.75 

4.15 

9.  85 

19.10 

95.5 

191.00 

3.76 

4.18 

9.55 

19.10 

95.50 

191.00 

3.77 

4.20 

9.55 

19.10 

95.50 

191.00 

3.78 

4.24 

9.55 

19.10 

95.50 

191.00 

3.78 

4.28 

10.15 

20.30 

101.50 

203.00 

3.81 

4.40 

10.15 

20.30 

101.50 

203.00 

3.83 

4.44 

10.15 

20.30 

101.50 

203.00 

3.85 

5.00 

}iyear - '   (6/1/64) 

1  year - (12/1/64) 

IJ^  years (6/165) 

2  years (12/1/65) 

2^  years -    (6/1/66) 

3  years...- (12/1/66) 

3H  years (6/1/67) 

4  years (12/1/67) 

4yi  years (6/1/68) 

5  years (12/1/68) 

5H  years..-- (6/1/69) 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


6  years (12/1/69) 

6J^  years (6/1/70) 

7  years (12/1/70) 

7}^  years (6/1/71) 

8  years (12/1/71) 

8H  years (6/1/72) 

9yeare (12/1/72) 

9J^  years (6/1/73) 

10  years  (extended  maturity)  > (12/1/73) 


10.30 

20.60 

103.00 

206.00 

3.87 

5.12 

11.05 

22.10 

110.50 

221.00 

3.91 

5.23 

11.30 

22.60 

113.00 

226.00 

3.95 

5.36 

11.60 

23.20 

116.00 

232.00 

3.99 

5.52 

11.90 

23.80 

119.00 

238.00 

4.03 

5.72 

13.10 

26.20 

131.00 

262.00 

4.09 

5.89 

13.40 

26.80 

134.00 

268.00 

4.15 

6.16 

13.70 

27.40 

137.00 

274.00 

4.21 

6.86 

17.15 

34.30 

171.50 

343.00 

«4.31 

1  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Apr.  1, 1954.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

2  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
3 19  years  and  8  months  after  issue  date. 

<  Yield  from  issue  date  to  extended  maturity  date  on  bonds  dated:  Apr.  1  and  May  1, 1954  is  3.66  percent;  June  1 
through  Sept.  1,  1954  is  3.68  percent. 
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TABLE  7 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1,  1954  THROUGH  MARCH  1,  1955 


Face  value! '^"^P"'* 

I  Redemption  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000    Approximate  investment  yield 
10,000  on  face  value 


Period  of  time  Ijond  is  held  after  maturity 
date 


(1)  Amounts   of  interest   checks   for 

(2)  From 

each  denomination 

beginning  of 

(3)  From 

extended 
maturity 

each  interest 
payment  date 

EXTENDED 

MATURITY 

period  to  eacli 

to  extended 

PERIOD 

Interest  pay- 

maturity ^ 

ment  date 

Percent 

Percent 

$9.37 

$18. 75 

$93.75 

$187. 50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.60 

3.75 

3.75 

9.37 

18.75 

93.75 

187.50 

3.75 

4.15 

9.65 

19.10 

95.50 

191.00 

3.77 

4.17 

9.55 

19.10 

95.60 

191.00 

3.78 

4.20 

9.55 

19.10 

95.60 

191.00 

3.78 

4.23 

9.65 

19. 10 

95.50 

191.00 

3.79 

4.27 

10.10 

20.20 

101.00 

202.00 

3.82 

4.39 

10.10 

20.20 

101.00 

202.00 

3.84 

4.43 

10.10 

20.20 

101.00 

202.00 

3.86 

5.00 

}^year._ i  (12/1/64) 

lyear. (6/1/66) 

1>^  years (12/1/65) 

2  years (6/1/66) 

2H  years _ (12/1/66) 

3  years (6/1/67) 

3}^  years.. _. (12/1/67) 

4  years (6/1/68) 

4}4  years (12/1/68) 

5  years -.(6/1/69) 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


6)^  years.... (12/1/69) 

6  years (6/1/70) 

6H  years (12/1/70) 

7  years (6/1/71) 

734  years - (12/1/71) 

8  years...- (6/1/72) 

8}^  years.-.. (12/1/72) 

9  years ...- - -..(6/1/73) 

9H  years (12/1/73) 

10  years  (extended  maturity)  ' (6/1/74) 


10.25 

20.50 

102.50 

206.00 

3.88 

5.11 

10. 95 

21.90 

109.50 

219.00 

3.92 

5.22 

11.20 

22.40 

112.00 

224. 00 

3.95 

5.33 

11.50 

23.00 

116.00 

230.00 

4.00 

5.46 

11.75 

23.50 

117.60 

236.00 

4.04 

5.63 

12.05 

24.10 

120.60 

241.00 

4.08 

5.85 

13.35 

26.70 

133.60 

267.00 

4.14 

6.02 

13.65 

27.30 

136.50 

273.00 

4.20 

6.32 

13.95 

27.90 

139.60 

279.00 

4.26 

7.08 

17.70 

35.40 

177.00 

354.00 

*4.37 

1  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Oct.  1,  1954.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

-  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

3 19  years  and  8  months  after  issue  date. 

*  Yield  from  issue  date  to  extended  maturity  date  on  bonds  dated:  Oct.  1  and  Nov.  1,  1964  is  3.70  percent;  Dec.  1, 
1954  through  Mar.  1, 1955  is  3.71  percent. 


EXHIBITS 
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TABLE  8 

BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  SEPTEMBER  I,  1955 


Face  valuel^"^  P"** -   

IRedemption  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000 
10,000 


Approximate  investment  yield 
on  (ace  value 


Period  of  time  bond  is  held  after  maturity 
date 


(1)  Amounts  of  interest  checks 

for 

(2)  From 

each  denomination 

beginning  of 

(3)  From 

extended 

each  interest 

maturity 

payment  date 

EXTENDED 

MATURITY 

period  to  each 

to  extended 

PERIOD 

interest  pay- 

maturity ' 

ment  date 

Percent 

Percent 

$9.37 

$18. 75 

$93. 75 

$187. 50 

3.75 

3.75 

9.37 

18.75 

93.75 

187.50 

3.75 

4.15 

9.55 

19.10 

95.50 

191. 

00 

3.77 

4.18 

9.55 

19.10 

95.50 

191. 

00 

3.78 

4.20 

9.55 

19.10 

95.50 

191. 

.00 

3.79 

4.23 

9.55 

19.10 

95.50 

191. 

00 

3.80 

4.27 

10.05 

20.10 

100.50 

201. 

.(X) 

3.83 

4.39 

10.05 

20.10 

100.50 

201. 

.00 

3.85 

4.42 

10.05 

20.10 

100.50 

201. 

.00 

3.87 

5.00 

J^year... i  (6/1/65) 

lyear (12/1/65) 

1}^  years (6/1/66) 

2  years - (12/1/66) 

2H  years (6/1/67) 

3  years (12/1/67) 

3J4  years (6/1/68) 

4  years (12/1/68) 

4K  years .-.  (6/1/69) 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


5  years (12/1/69) 

5H  years (6/1/70) 

6  years (12/1/70) 

6H  years (6/1/71) 

7  years (12/1/71) 

7H  years (6/1/72) 

8  years (12/1/72) 

8V^  years (6/1/73) 

9  years (12/1/73) 

9}^  years (6/1/74) 

10  Years  (extended  iiiatarity)3..  (12/1/74) 


10.15 

20.30 

101.50 

203.00 

3.88 

5.10 

10.40 

20.80 

104.00 

208.00 

3.91 

5.22 

11.30 

22.60 

113.00 

226.00 

3.95 

6.32 

11.55 

23.10 

115.50 

231.00 

4.00 

5.43 

11.85 

23.70 

118.50 

237.00 

4.04 

5.55 

12.10 

24.20 

121.00 

242.00 

4.09 

5.71 

12.35 

24.70 

123.50 

247.00 

4.13 

5.91 

13.45 

26.90 

134.50 

269.00 

4.20 

6.10 

13.75 

27.50 

137.50 

275.00 

4.26 

6.42 

14.05 

28.10 

140.50 

281.00 

4.31 

7.24 

18.10 

36.20 

181.00 

362.00 

M.43 

'  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Apr.  1, 1955.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

2  Based  on  schedule  of  interest  checks  In  effect  on  the  interest  payment  date  from  which  the  yield  Is  computed. 

'  19  years  and  8  months  after  Issue  date. 

•  Yield  from  issue  date  to  extended  maturity  date  on  bonds  dated:  Apr.  1  and  May  1,  1955  is  3.74  percent;  June  1 
through  Sept.  1,  1955  is  3.75  percent. 
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TABLE  9 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1,  1955  THROUGH  MARCH  1,  1956 


Face  valued"®®"''  ^'"^^   - " 

^Redemption  and  maturity  value. 


Period  of  time  bond  is  held  after  maturity 
date 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000    Approximate  investment  yield 
10,000  on  face  value 


(1)  Amounts  of  interest   checlcs   for 
eacli  denomination 


EXTENDED  MATURITY 
PERIOD 


(2)  From 
beginning  of 
extended 
maturity 
period  to  each 
interest  pay- 
ment date 


(3)  From 

each  Interest 

payment  date 

to  extended 

maturity  2 


Percent  Percent 

Yiytax '(12/1/65)          $9.37        $18.75        $93.75      $187.50                     3.75  4.15 

lycar (6/1/66)            9.55         19.10         95.60        191.00                      3.78  4.17 

IHyears.- (12/1/66)            9.55          19.10         9.^50        191.00                      3.80  4.20 

2years (6/1/67)            9. 55          19.10         95.50        191.00                      3.80  4.23 

2Hyears (12/1/67)            9.55          19.10         9.').50        191.00                     3.81  4.26 

3  years (6/1/68)          10.00         20.00        100.00        200.00                      3.84  4.38 

3Hyears (12/1/68)          10.00         20.00        100.00        200.00                      3.86  4.42 

4  years (6/1/69)          10.00         20.00        100.00        200.00                      3.87  5.00 

Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


4}4  years (12/1/69) 

5  years ..(6/1/70) 

5)4  years (12/1/70) 

6  years (6/1/71) 

6)4  years (12/1/71) 

7  years. ..(6/1/72) 

7)4  years ....(12/1/72) 

8  years (6/1/73) 

8)4  years (12/1/73) 

9  years. (6/1/74) 

9)4  years (12/1/74) 

10  years  (extended  maturity)  > (6/1/7S) 


10.10 

20.20 

101.00 

202.00 

3.89 

5.10 

10.35 

20.70 

103.50 

207.00 

3.91 

5.21 

11.25 

22.50 

112.  50 

225.00 

3.96 

6.30 

11.46 

22.90 

114.  50 

229.00 

4.01 

5.40 

11.70 

23.40 

117.00 

234.00 

4.05 

5.61 

11.95 

23.90 

119.60 

239.00 

4.10 

6.65 

12.20 

24.40 

122.00 

244.00 

4.14 

6.81 

13.25 

26.60 

132.50 

265.00 

4.20 

5.95 

13.50 

27.00 

135. 00 

270.00 

4.26 

6.14 

13.76 

27.50 

137.50 

275.00 

4.32 

6.48 

14.00 

28.00 

140.00 

280.00 

4.37 

7.38 

18.45 

36.90 

184.50 

369.00 

<4.49 

'  Month,  day,  and  year  on  which  interest  check  is  payable  on  Issues  of  Oct.  1,  1955.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

2  Ba.<!ed  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

3 19  years  and  8  months  after  issue  date. 

*  Yield  from  Issue  date  to  extended  maturity  date  on  bonds  dated:  Oct.  1  and  Nov.  1,  1955  is  3.78  percent;  Dec.  1, 
1965  through  Mar.  1,  1956  Is  3.80  percent. 


EXHIBITS 
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TABLE    10 
BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  MAY  1,  1956 


,       (Issue  price 

vaiue  ^  Redemption  and 


maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000    Approximate  investment  yield 
10,000  on  face  value 


Period  of  time  Ijond  is  held  after  maturity 
date 


(1)  Amounts  of  interest   checks 

for 

(2)  From 

each  denomination 

beginning  of 

(3)  From 

extended 
maturity 

each  interest 
payment  date 

EXTENDED 

MATURITY 

period  to  each 

to  extended 

PERIOD 

interest  pay- 

maturity ^ 

ment  date 

Percent 

Percent 

$10.  37 

$20. 75 

$103.  75 

$207. 

Hi) 

4.15 

4,15 

10.37 

20.75 

103.  75 

207. 

..50 

4.15 

4.  15 

10.37 

20.75 

103  75 

207.  50 

4.15 

4.15 

10.37 

20.75 

103.  75 

207.  50 

4.15 

4.15 

10.37 

20.75 

103.  75 

207.  50 

4.15 

4  25 

10.37 

20.75 

103.  76 

207.  50 

4.15 

4.26 

10.37 

20.75 

103.  75 

207.  50 

4.15 

5.00 

Myear '  (6/1/66) 

lyear .--.(12/1/66) 

IK  years - (6/1/67) 

2  years (12/1/67) 

214  years --(6/1/68) 

3  years (12/1/68) 

3Ji  years. -- --(6/1/69) 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


4  years (12/1/69) 

4J^  years- - (6/1/70) 

5  years...- - (12/1/70) 

51^  years-. (6/1/71) 

6  years - (12/1/71) 

6M  years - (6/1/72) 

7  years - -..(12/1/72) 

7}^  years ..-- (6/1/73) 

8  years (12/1/73) 

8}^  years- (6/1/74) 

9  years (12/1/74) 

91^  years - (6/1/75) 

10  years  (extended  maturity)  ' (12/1/75) 


10.50 

21.00 

105.00 

210.00 

4.16 

5.08 

10.80 

21.60 

108.00 

216.00 

4.17 

5.16 

11.10 

22.20 

111.00 

222.00 

4.20 

5.24 

11.40 

22.80 

114.00 

228.00 

4.23 

5.32 

11.65 

23.30 

116.50 

233.00 

4.26 

5.41 

11.95 

23.  90 

119.50 

239.00 

4.29 

5.51 

12.30 

24.60 

123.00 

246.00 

4.33 

5.62 

12.60 

25.20 

126.  00 

252.  00 

4.37 

5.75 

12.90 

25.80 

129.00 

258.00 

4.41 

5.91 

13.20 

26.40 

132.00 

264.00 

4.46 

6.13 

13.55 

27.10 

135.  50 

271.00 

4.50 

6.49 

13.85 

27.70 

138.50 

277.00 

4.54 

7.48 

18.70 

37.40 

187.00 

374.00 

•4.66 

1  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Apr.  1, 1956.  For  issues  of  May  1,  1956  add  1 
month. 

2  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
3 19  years  and  8  months  after  issue  date. 

<  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.86  percent. 


256 


19  70  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 


TABLE  11 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  1.  1956 


Face  value/'^"*  P"*^® 

r  ace  vaiue^  Redemption  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000    Approximate  investment  yield 
10,000  on  face  value 


reriod  of  time  bond  is  held  after  maturity 
date 


(1)  Amounts   of  interest   checks 

for 

(2)  From 

each  denomination 

beginning  of 

(3)  From 

extended 
maturity 

each  interest 
payment  date 

EXTENDED  MATURITY 

period  to  each 

to  extended 

PERIOD 

interest  pay- 

maturity 2 

ment  date 

Ptrccnt 

Percent 

$10.37 

$20. 75 

$103. 75 

$207 

.50 

4.15 

4.15 

10.37 

20. 75 

103.  75 

207.  50 

4.15 

4.15 

10.37 

20.7.'> 

103.  75 

207.  50 

4.15 

4.15 

10.37 

20.75 

103. 75 

207 

.50 

4.15 

4.15 

10.37 

20.75 

103.  75 

207. 50 

4.15 

4.25 

10.37 

20.75 

103.  75 

207. 50 

4.15 

4.26 

10.37 

20.  75 

103.  75 

207.  50 

4.15 

5.00 

K  year i  (8/1/66) 

lyear ....(2/1/67) 

IH  years.. (8/1/67) 

2  years.. (2/1/68) 

2M  years ...(8/1/68) 

3  years (2/1/69) 

3H  years (8/1/69) 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


4  years (2/1/70) 

4H  years (8/1/70) 

5  years.. (2/1/71) 

5H  years (8/1/71) 

6  years (2/1/72) 

63^  years (8/1/72) 

-years (2/1/73) 

7J^  years (8/1/73) 

8  years (2/1/74) 

8H  years.... (8/1/74) 

9  years ...(2/1/75) 

9H  years.. (8/1/75) 

10  years  (extended  maturity)  ' (2/1/76) 


10.50 

21.00 

105.  00 

210.  00 

4.16 

5.08 

10.80 

21.60 

108.  00 

216.00 

4.17 

5.16 

11.10 

22.20 

111.00 

222.00 

4.20 

5.24 

11.40 

22.80 

114.00 

228.  00 

4.23 

5.32 

11.65 

23.30 

116.50 

233.  00 

4.26 

5.41 

11.95 

23.90 

119.50 

239. 00 

4.29 

5.51 

12.30 

24.60 

123.00 

246. 00 

4.33 

5.62 

12.  60 

25.20 

126.  00 

252.00 

4.37 

5.75 

12.90 

25.80 

129.00 

258.00 

4.41 

5.91 

13.20 

26.40 

132. 00 

264.00 

4.46 

6.13 

13.55 

27.10 

135.  50 

271. 00 

4.50 

6.49 

13.85 

27.70 

138. 50 

277. 00 

4.54 

7.48 

18.70 

37.40 

187.00 

374.00 

M.66 

'  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1956.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 
-  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
3 19  years  and  8  n  onths  after  issue  date. 
«  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.88  percent. 


EXHIBITS 
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TABLE  12 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER  1,  1956 


IRedemplionand  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000    Approximate  investment  yield 
10,000  on  face  value 


Period  of  time  bond  is  held  after  maturity 
date 


(1)  Amounts  of  interest   checks   for 
each  denomination 

(2)  From 
beginning  of 
extended 
maturity 
period  to  each 
interest  pay- 
ment date 

(3)  From 

each  interest 

payment  date 

to  extended 

maturity  - 

EXTENDED  MATURITY 
PERIOD 

$10. 37 
10.37 
10.37 
10.37 
10.37 
10.37 

$20.75 
20.75 
20.75 
20.75 
20.75 
20.75 

$103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 

$207.  50 
207.50 
207. 50 
207.50 
207.50 
207.50 

Percent 
4.15 
4.15 
4.15 
4.15 
4.15 
4.15 

Percent 
4.15 
4.15 
4.15 
4.25 
4.26 
5.00 

Kyear 1(12/1/66) 

lyear _ --(6/1/67) 

IM  years (12/1/67) 

2  years - (6/1/68) 

2M  years - -.(12/1/68) 

3  years .- (6/1/69) 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


33^  years -- (12/1/69) 

4  years..- --- -.(6/1/70) 

4H  years -..-(12/1/70) 

5  years - - (6/1/71) 

51^  years-- - (12/1/71) 

6  years.- - (6/1/72) 

6J^  years - --..(12/1/72) 

7  years... (6/1/73) 

73^  years ....(12/1/73) 

8  years ...(6/1/74) 

8H  years.... (12/1/74) 

9  years ...(6/1/75) 

9J^  years ....(12/1/75) 

10  years  (extended  maturity)  ' (6/1/76) 


10.50 

21.00 

105.00 

210. 00 

4.16 

5.07 

10.75 

21.50 

107. 50 

215.  00 

4.17 

5.14 

11.05 

22.10 

110.  50 

221.00 

4.20 

5.22 

11  30 

22.60 

113.00 

226.00 

4.23 

5.30 

11.60 

23.20 

116.00 

232. 00 

4.26 

5.38 

11.85 

23.70 

118.50 

237.00 

4.30 

5.47 

12.  15 

24.30 

121.  50 

243. 00 

4.33 

5.57 

12.45 

24.90 

124.  50 

249.00 

4.37 

5.68 

12.70 

25.40 

127.00 

254.00 

4.41 

5.81 

13.00 

26.00 

130.00 

260.00 

4.46 

5.97 

13.30 

26.60 

133.00 

266.00 

4.50 

6.20 

13.60 

27  20 

136. 00 

272.00 

4.54 

6.59 

13.95 

27.90 

139.  50 

279.00 

4.58 

7.64 

19.10 

38.20 

191.00 

382.00 

M.70 

'  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Oct.  1, 1956.  For  issues  of  Nov.  1,  1956  add 
1  month. 
2  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
3 19  years  and  8  months  after  issue  date. 
*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.89  percent. 
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TABLE  13 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  I,  1956  THROUGH  JANUARY  1,  1957 


w,  ,     /Issue  price 

'"'^'"'"•'iRedemption  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000    Approximate  investment  yield 
10,000  on  face  value 


Period  of  time  bond  is  lieUl  after  maturity 
date 


(1)  Amounts   of  interest   cliecks 

for 

(2)  From 

eacli  denomination 

beginning  of 

(3)  From 

extended 
maturity 

each  interest 
payment  date 

EXTENDED 

MATURITY 

period  to  eacli 

to  extended 

PERIOD 

interest  pay- 

maturity ^ 

ment  date 

Percent 

Percent 

$10. 37 

$20. 75 

$103. 75 

$207. 

50 

4.15 

4.15 

10.37 

20.75 

103.75 

207. 50 

4.15 

4.15 

10.37 

20.75 

103. 75 

207. 

.50 

4.15 

4.15 

10.37 

20. 75 

103. 75 

207, 

.50 

4.15 

4.25 

10.37 

20.75 

103. 75 

207.50 

4.15 

4.26 

10.37 

20.75 

103. 75 

207. 50 

4.15 

5.00 

J^year '  (•■i/l/67) 

1  year (8/1/67) 

1^4  years... (2/1/68) 

2  years...- (8/1/68) 

2J^  years (2/1/69) 

3  years (8/1/60) 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


3J^  years (2/1/70) 

4  years (8/1/70) 

4K  years (2/1/71) 

5  years. (8/1/71) 

5}^  years (2/1/72) 

6  years (8/1/72) 

6M  years (2/1/73) 

7  years... (8/1/73) 

7K  years (2/1/74) 

8  years (8/1/74) 

8^  years (2/1/75) 

9  years (8/1/75) 

9H  years. (2/1/76) 

10  years  (extended  maturity)  ' (8/1/76) 


10.50 

21.00 

105.00 

210.00 

4.16 

5.07 

10.75 

21.50 

107.50 

215.00 

4.17 

5.14 

11.05 

22. 10 

110.50 

221.00 

4.20 

5.22 

11.30 

22.60 

113.00 

226.00 

4.23 

6.30 

11.60 

23.20 

116.00 

232.00 

4.26 

5.38 

11.85 

23.70 

118.50 

237.00 

4.30 

5.47 

12.15 

24.30 

121.50 

243.00 

4.33 

5.57 

12.45 

24.90 

124. 50 

249.00 

4.37 

5.68 

12.70 

25.40 

127.00 

254.00 

4.41 

5.81 

13.00 

26.00 

130.00 

260.00 

4.46 

5.97 

13.30 

26.60 

133.00 

266.00 

4.50 

6.20 

13.60 

27.20 

136.00 

272.00 

4.54 

6.59 

13.95 

27.90 

139.50 

279.00 

4.58 

7.64 

19.10 

38.20 

191.00 

382.00 

M.70 

'  Month,  day,  and  year  on  whicli  interest  check  is  payable  on  issues  of  Dec.  1,  1956.  For  issues  of  Jan.  1,  1957  add 
1  month. 

2  Based  on  scliedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

3  19  years  and  8  months  after  issue  date. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.92  percent. 


EXHIBITS 
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TABLE  14 

BONDS  BEARING  ISSUE  DATES  FROM  FEBRUARY  1  THROUGH  MAY  1,  1957 


[Issue  price. 

\ Redemption  and  maturity  value. 


$500 
500 


$1,000 
1.000 


$5,000 
5,000 


$10,000    Approximate  investment  yield 
10,000  on  face  value 


Period  of  time  bond  is  held  after  maturity 
date 


(1)  Amounts  of  interest  checks 
each  denomination 

for 

(2)  From 
beginning  of 
extended 
maturity 
period  to  each 
interest  pay- 
ment date 

(3)  From 

each  interest 

payment  date 

to  ejrtended 

maturity  ^ 

EXTENDED  MATURITY 
PERIOD 

$10. 37 
10.37 
10.37 
10.37 
10.37 

$20. 75      $103. 75 
20. 75        103.  75 
20.75        103.75 
20. 75        103. 75 
20.  75        103. 75 

$207.50 
207.50 
207.50 
207.50 
207.50 

Percent 
4.15 
4.15 
4.15 
4.15 
4.15 

Percent 
4.15 
4.15 
4.25 
4.26 
5.00 

Hyear .-. '(8/1/67) 

lyear (2/1/68) 

1>^  years (8/1/68) 

2  years (2/1/69) 

2J4  years - (8/1/69) 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


3years (2/1/70) 

3J^  years (8/1/70) 

4  years (2/1/71) 

4)^  years (8/1/71) 

5  years (2/1/72) 

5K  years (8/1/72) 

6  years (2/1/73) 

6K  years -. (8/1/73) 

7  years (2/1/74) 

7>^  years - (8/1/74) 

8  years _. (2/1/75) 

8>^  years (8/1/75) 

9  years (2/1/76) 

9H  years ..(8/1/76) 

10  years  (extended  maturity)  ' (2/1/77) 


10.50 

21.00 

105.00 

210.00 

4.16 

5.07 

10.75 

21.50 

107.50 

215.00 

4.18 

5.14 

11.00 

22.00 

110.00 

220.00 

4.20 

5.21 

11.25 

22.50 

112.  .W 

225.00 

4.23 

5.28 

11.50 

23.00 

115.00 

230.00 

4.27 

5.36 

11.75 

23.50 

117.50 

235.00 

4.30 

5.44 

12.05 

24.10 

120.50 

241.00 

4.34 

5.53 

12.30 

24.60 

123.00 

246.00 

4.38 

5.63 

12.55 

25.10 

125.50 

251.00 

4.42 

5.74 

12.85 

25.70 

128.50 

257.00 

4.46 

5.87 

13.10 

26.20 

131.00 

262.00 

4.50 

6.04 

13.40 

26.80 

134.00 

268.00 

4.54 

6.28 

13.70 

27.40 

137.00 

274.00 

4.58 

6.69 

14.00 

28.00 

140.00 

280.00 

4.63 

7.82 

19.55 

39.10 

195.S0 

391.00 

<4.75 

1  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Feb.  1, 1957.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

2  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

3  20  years  after  issue  date. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  4.09  percent. 
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TABLE  15 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1.  1957 


Facevalue^'^"**"""''^     - 

I  Redemption  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5.000 


$10,000    Approximate  investment  yield 
10.000  on  face  value 


(1)  Amounts   of  interest   checks 
each  denomination 

Period  of  time  bond  is  held  after  maturity ■ 

date 

EXTENDED  MATURITY 
PERIOD 


(2)  From 
beginning  of 
extended 
maturity 
period  to  each 
interest  pay- 
ment date 


(3)  From 

each  interest 

payment  date 

to  extended 

maturity  ^ 


J^ycar i  (12/1/67)  $10.37  $20.75  $103.75  $207.50 

lyear (6/1/68)  10.37  20.75  103.75  207.50 

IJ^years (12/1/68)  10.37  20.75  103.75  207.50 

2years ....(6/1/69)  10.37  20.75  103.75  207.50 


Percent 
4.15 
4.15 
4.15 
4.15 


Percent 
4.15 
4.25 
4.26 
5.00 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


2>^  years (12/1/69) 

3  years (6/1/70) 

3H  years (12/1/70) 

4  years (6/1/71) 

4>^  years ...(12/1/71) 

5  years ....(6/1/72) 

5H  years ..(12/1/72) 

6  years (6/1/73) 

6H  years... (12/1/73) 

7  years... (6/1/74) 

7"^  years ..(12/1/74) 

8  years (6/1/75) 

8K  years (12/1/75) 

9  years (6/1/76) 

9}^  years .(12/1/76) 

10  years  (extended  maturity)  ^ (6/1/77) 


10.50 

21.00 

105.00 

210.00 

4.16 

.5.07 

10.70 

21.40 

107.00 

214.00 

4.18 

5.13 

10. 95 

21.90 

109.50 

219.00 

4.21 

5.20 

11.20 

22.40 

112.00 

224.00 

4.24 

5.27 

11.45 

22. 90 

114.50 

229.00 

4.27 

5.34 

11.70 

23.40 

117.00 

234.00 

4.31 

5.42 

11.95 

23.90 

119.50 

239.00 

4.35 

5.50 

12.20 

24.40 

122.00 

244.00 

4.39 

5.59 

12.45 

24.90 

124.50 

249.00 

4.43 

5.68 

12.70 

25.40 

127.00 

254.00 

4.47 

5.79 

12.95 

25.90 

129.50 

259.00 

4.51 

5.92 

13.20 

26.40 

132.00 

264.00 

4.55 

6.10 

13.50 

27.00 

135.00 

270.00 

4.59 

6.34 

13.75 

27.50 

137.50 

275.00 

4.63 

6.78 

14.05 

28.10 

140.50 

281.00 

4.67 

7.98 

19.95 

39.90 

199.50 

399.00 

M.80 

'  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1, 1957.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

2  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

3  20  years  after  issue  date. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  4.13  percent. 
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TABLE  16 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1957  THROUGH  MAY  1,  1958 


Fa<v  imiiiof  ^"^  price-  -  - 

'■'*™'"*  I  Redemption  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000 
10,000 


Approximate  investment  yield 
on  face  value 


Period  of  time  bond  is  held  after  maturity 
date 


(1)  Amounts  of  interest   ciiecks   for 
each  denomination 


EXTENDED  MATURITY 
PERIOD 


(2)  From 
beginning  of 
extended 
maturity 
period  to  each 
interest  pay- 
ment date 


(3)  From 

each  interest 

payment  date 

to  extended 

maturity  ' 


Hyear _ '(6/1/68) 

lyear (12/1/68) 

IH  years.. _ (6/1/69) 


$10. 37 
10.37 
10.37 


$20.75 
20.75 
20.75 


$103.  75  $207.  50 
103.  75  207.  50 
103.  75        207.  50 


Percent 
4.15 
4.15 
4.15 


Percent 
4.25 
4.26 
5.00 


Amounts  of  Interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1, 1969,  revision 


2  years (12/1/69) 

2)^  years ....(6/1/70) 

3  years (12/1/70) 

3H  years (6/1/71) 

4  years (12/1/71) 

4>^  years (6/1/72) 

5  years fl2/l/72) 

5H  years (6/1/73) 

6  years (12/1/73) 

6H  years (6/1/74) 

7  years (12/1/74) 

7H  years (6/1/75) 

8  years (12/1/75) 

8H  years (6/1/76) 

9  years. (12/1/76) 

9H  years (6/1/77) 

10  years  (extended  maturity)  > (12/1/77) 


10.50 

21.00 

105.00 

210.00 

4.16 

5.06 

10.70 

21.40 

107.00 

214.00 

4.18 

5.12 

10.90 

21.80 

109.00 

218.00 

4.21 

5.19 

11.15 

22.30 

111.50 

223.00 

4.25 

5.25 

11.35 

22.70 

113.50 

227.00 

4.28 

5.32 

11.60 

23.20 

116.00 

232.00 

4.32 

5.39 

11.85 

23.70 

118.50 

237.00 

4.35 

5.47 

12.05 

24.10 

120.50 

241.00 

4.39 

5.55 

12.30 

24.60 

123.00 

246.00 

4.43 

5.64 

12.55 

25.10 

125.50 

251.00 

4.47 

5.73 

12.80 

25.60 

128.00 

256.00 

4.51 

5.85 

13.05 

26.10 

130.50 

261.00 

4.55 

5.98 

13.30 

26.60 

133.00 

266.00 

4.59 

6.16 

13.55 

27.10 

135.  50 

271.00 

4.63 

6.42 

13.85 

27.70 

138.50 

277.00 

4.67 

6.88 

14.10 

28.20 

141.00 

282.00 

4.71 

8.16 

20.40 

40.80 

204.00 

408.00 

M.85 

•  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Dec.  1,  1957.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

2  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
J  20  years  after  issue  date. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  4.17  percent. 
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TABLE  17 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1.  1958 


Facp  value ' '^"*  P"'^''- 
race  value,  Rpj-niDliani 


I  Redemption'  and  maturity  value 


$500 
500 


$1,000 
1,000 


$5,000      $10,000    Approximate  investment  yield 
5,000       10,000  on  face  value 


Period  of  lime  bond  is  held  after  maturity 
date 


(1)  Amounts  of  Interest  checks  for 
each  denomination 


EXTENDED  MATURITY 
PERIOD 


(2)  From 
beginning  of 
extended 
maturity 
period  to  each 
interest  pay- 
ment date 


(3)  From 

each  interest 

payment  date 

to  extended 

maturity  ^ 


Hyear '  (12/1/68) 

lyear (6/1/69) 


$10. 37 
10.37 


$20. 
20. 


$103. 75 
103.75 


$207.  50 
207.  50 


Percent 
4.15 
4.15 


Percent 
4.26 
5.00 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


l>$years (12/1/69)  10.50  21.00  105.00  210.00  4.17 

2  years    (6/1/70)  10.70  21.40  107.00  214.00  4.19 

2}^years (12/1/70)  10.90  21.80  109.00  218.00  4.23 

3years (6/1/71)  11.10  22.20  111.00  222.00  4.26 

aj^yeais    (12/1/71)  11.30  22.60  113.00  226.00  4.29 

4years (6/1/72)  11.55  23.10  115.50  231.00  4.33 

4Hyears (12/1/72)  11.75  23.50  117.50  235.00  4.37 

5  years    .                 (6/1/73)  12.00  24.00  120.00  240.00  4.41 

SHyears (12/1/73)  12.20  24.40  122.00  244.00  4.45 

6years (6/1/74)  12.45  24.90  124.50  249.00  4.49 

6yiyeaiS (12/1/74)  12.65  25.30  126.50  253.00  4.52 

7  years      (6/1/75)  12.90  25.80  129.00  258.00  4.56 

TJ^years    (12/1/75)  13.15  26.30  131.50  263.00  4.60 

Syears (6/1/76)  13.40  26.80  134.00  268.00  4.64 

SJ^years (12/1/76)  13.65  27.30  136.50  273.00  4.68 

Qyears      (6/1/77)  13.90  27.80  139.00  278.00  4.72 

OJ^years    (12/1/77)  14.15  28.30  141.50  283.00  4.76 

10 years  (extended  maturity) 3....  (6/1/78)  20.85  41.70  208.50  417.00  M.90 


5.06 
5.12 
5.18 
5.24 
5.31 
5.37 
5.45 
5.52 
5.60 
5.69 
5.79 
5.90 
6.04 
6.22 
6.49 
6.98 
8.34 


'  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1958.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 
2  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
5  20  years  after  issue  date. 
'  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  4.22  percent. 
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TABLE  18 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1958  THROUGH  MAY  1,  1959 

Face  value  l*^"^  P"" *^'"'       $1,000       $5,000     $10,000    Approximate  investment  yield 

IRedemption  and  >  maturity  value.         500         1,000         5,000       10,000  on  face  value 


Period  of  time  bond  is  lield  after  maturity 
date 


(1)  Amounts  of  interest  cliecks   for 
each  denomination 


EXTENDED  MATURITY 
PERIOD 


(2)  From 
beginning  of 
extended 
maturity 
period  to  eacli 
interest  pay- 
ment date 


(3)  From 

each  interest 

payment  date 

to  extended 

maturity  2 


J^ycar.... '(6/1/69) 


$10.  37 


$20.75        $103.75    $207.50 


Percent 
4.15 


Percent 
5.00 


Amounts  of  Interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1,1969  revision 


lyear (12/1/69) 

IK  years (6/1/70) 

2  years (12/1/70) 

2K  years (6/1/71) 

3  years (12/1/71) 

3H  years (6/1/72) 

4  years (12/1/72) 

4K  years.... (6/1/73) 

5  years .(12/1/73) 

5K  years (6/1/74) 

6  years (12/1/74) 

6H  years ....(6/1/75) 

7  years _ (12/1/75) 

734  years (6/1/76) 

8  years. (12/1/76) 

8J4  years (6/1/77) 

9  years (12/1/77) 

9^  years (6,a/78) 

10  years  (extended  maturity)  > (12/1/78) 


10.45 

20.90 

104.50 

209.00 

4.16 

5.05 

10.65 

21.30 

106.  60 

213.00 

4.20 

5.11 

10.85 

21.70 

108.  50 

217.00 

4.23 

5.17 

11.05 

22.10 

110.50 

221. 00 

4.27 

5.23 

11.30 

22.60 

113.00 

226.  00 

4.31 

5.29 

11.50 

23.00 

115.00 

230.00 

4.35 

5.35 

11.70 

23.40 

117.00 

234  00 

4.38 

5.42 

11.90 

23.80 

119.00 

238.00 

4.42 

5.49 

12.10 

24.20 

121.00 

242.00 

4.46 

5.56 

12.35 

24.70 

123.  50 

247.00 

4.50 

5.64 

12.55 

25.10 

125.  50 

251.00 

4.54 

.5.73 

12.80 

25.60 

128.00 

256.00 

4.58 

5.83 

18.00 

26.00 

130.00 

260.00 

4.61 

5.94 

13.25 

26.50 

132.50 

265.00 

4.65 

6.08 

13.50 

27.00 

135.00 

270.00 

4.69 

6.26 

13.75 

27.50 

137.50 

275.00 

4.73 

6.53 

14.00 

28.00 

140.00 

280.00 

4.77 

7.02 

14.25 

28.50 

142.50 

285.00 

4.81 

8.38 

20.95 

41.90 

209.50 

419.00 

«4.95 

'  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Dec.  1,  1958.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

2  Based  on  schedule  of  interest  checks  in  effect  on  tiie  interest  payment  date  from  which  the  yield  is  computed. 

3  20  years  after  issue  date. 

•  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  4.27  percent. 
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TABLE  19 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1959 

p  /Issueprice  $500        $1,000        $5,000      $10,000   Approximate  investment  yield 

'^•^^""'"^iRedemption 'and  maturity  value.  500  1,000         5,000        10,000  on  face  value 


Pel  iod  of  time  bond  is  licld  after  issue  date      (1)  Amounts  of  interest  cliecks  for 

eacli  denomination 


(2)  From  issue 

date  or  matu-  (3)  From  each 
rity  date  to  interest  pay- 
each  interest  ment  date  (a) 

payment  date  to  maturity  ' 
thereafter 


iAye-dV 2(12/1/59) 

lyear _ (6/1/60) 

IH  years (12/1/60) 

2  years (6/1/61) 

2K  years (12/1/61) 

3  years (6/1/62) 

3H  years... (12/1/62) 

4  years (6/1/63) 

4H  years (12/1/63) 

5  years (6/1/64) 

5M  years- (12/1/64) 

6  years -(6/1/65) 

6H  years (12/1/65) 

7  years (6/1/66) 

7J4  years (12/1/66) 

8  years (6/1/67) 

8^  years... (12/1/67) 

9  years (6/1/68) 

9H  years .(12/1/68) 

10  years  (maturity)... (6/1/69) 


Period  of  time  bond  is  held  after  maturity 
date 


Percent 

Percent 

$4.00 

$8.00 

$40.00 

$80.00 

1.60 

3.88 

7.25 

14.50 

72.  50 

145. 00 

2.25 

3.95 

8.00 

16.00 

80.00 

160.00 

2.56 

4.00 

10.00 

20.00 

100.00 

200. 00 

2. 91 

4.00 

10.00 

20.00 

100.00 

200.  00 

3.12 

4.00 

10.00 

20.00 

100.00 

200.00 

3.26 

4.00 

10.00 

20.00 

100. 00 

200. 00 

3.36 

4.00 

10.00 

20. 00 

100.00 

200. 00 

3.44 

4.00 

10.00 

20.00 

100.00 

200.00 

3.49 

4.00 

10.00 

20. 00 

100.00 

200. 00 

3.54 

4.00 

10.00 

20.00 

100.00 

200.00 

3.58 

4.00 

10.00 

20.00 

100.00 

200.00 

3.61 

4.00 

10.00 

20.00 

100.00 

200.00 

3.64 

4.41 

10.20 

20.40 

102. 00 

204. 00 

3.66 

4.47 

10.20 

20.40 

102. 00 

204. 00 

3.69 

4.55 

10.90 

21.80 

109.00 

218.00 

3.72 

4.60 

10. 90 

21.80 

109.00 

218. 00 

3.76 

4.68 

11.70 

23. 40 

117.00 

234.00 

3.80 

4.78 

11.70 

23.40 

117.00 

234.00 

3.84 

4.88 

12.21 

24.42 

122.10 

244.20 

3.88 

EXTENDED  MATURITY 

(b)  To  extended 

PERIOD 

maturity ' 

Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  Juno  1,  1969,  revision 


J^year (12/1/69) 

lyear (6/1/70) 

IM  years (12/1/70) 

2  years ....(6/1/71) 

2M  years..-. (12/1/71) 

3  years (6/1/72) 

3M  years (12/1/72) 

4  years (6/1/73) 

4M  years (12/1/73) 

5  years (6/1/74) 

5^  years (12/1/74) 

6  years (6/1/75) 

6H  years -(12/1/75) 

7  years (6/1/76) 

7H  years. (12/1/76) 

8  years (6/1/77) 

8H  years -(12/1/77) 

9  years - (6/1/78) 

9H  years (12/1/78) 

10  years  (extended  maturity)  * (6/1/79) 


12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125. 00 

250. 00 

5.00 

5.00 

12.50 

25.00 

125. 00 

250. 00 

5.00 

5.00 

12.50 

25.00 

125. 00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250. 00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125. 00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.  00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.  00 

250.00 

5.00 

5.00 

12.50 

25.00 

125. 00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.  00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

6.00 

5.00 

12.50 

25. 00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125. 00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

=  5.00 

1  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

-  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1959.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 
3  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
<  20  years  after  issue  date. 
!  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  4.32  percent. 
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TABLE  20 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1959  THROUGH  MAY  1,  1960 


{Issue  price 
Redemption'      and      maturity 
value 


$500 
500 


$1,000 
1,000 


$5,000      $10,000 
5,000        10,000 


Approximate  investment 
yield  on  face  value 


Period  of  time  bond  is  lield  after  issue 
date 


(1)  Amounts  of  interest  cliecks  for 
each  denomination 


(2)  From  issue 
date  or  ma- 
turity date  to 
each  interest 
payment  date 
thereafter 


(3)  From  each 
interest  pay- 
ment date  (a) 
to  maturity  ^ 


Percent  Percent 

Kyear .-'(6/1/60)  $4.00  $8.00  $40.00  $80.00  1.60  3.88 

lyear (12/1/60)  7.25  14.50  72.50  145.00  2.25  3.95 

IHyears (6/1/61)  8.00  16.00  80.00  160.00  2.56  4  00 

2years... (12/1/61)  10.00  20.00  100.00  200.00  2.91  4  00 

2Hyears ..(6/1/62)  10.00  20.00  100.00  200.00  3  12  4  00 

Syears (12/1/62)  10.00  20.00  100.00  200.00  3.26  4  00 

SJ^years ...(6/1/63)  10.00  20.00  100.00  200.00  3.36  4  00 

4years (12/1/63)  10.00  20.00  100.00  200.00  3.44  4  00 

4H  years (6/1/64)  10.00  20.00  100.00  200.00  3.49  4  00 

5years (12/1/64)  10.00  20.00  100.00  200.00  3.54  4  00 

5|4  years (6/1/65)  10.00  20.00  100.00  200.00  3.58  4.00 

ayears (12/1/65)  10.00  20.00  100.00  200.00  3.61  4  41 

6J^yeai-S (6/1/66)  10.20  20.40  102.00  204.00  3.64  4  46 

7years (12/1/66)  10.20  20.40  102.00  204.00  3.67  4  52 

7}^years .(6/1/67)  10.80  21.60  108.00  216.00  3.71  4.57 

Syears ..(12/1/67)  10.80  21.60  108.00  216.00  3.74  4.63 

8>^  years .(6/1/68)  10.80  21.60  108.00  216.00  3.77  4.84 

9years (12/1/68)  11.85  23.70  118.50  237.00  3.81  4.89 

QHyears (6/1/69)  11.85  23.70  118.50  237.00  3.85  5.05 

10  years  (maturity) ..(12/1/69)  12.62  25.24  126.20  252.40  3.90  .. 


Period  of  time  bond  is  held  after 
maturity  date 


EXTENDED  MATURITY 
PERIOD 


(b)  To 
extended 
maturity ' 


Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


Hyear... (6/1/70) 

lyear.. ...(12/1/70) 

1)^  years (6/1/71) 

2  years (12/1/71) 

2^  years ..(6/1/72) 

3  years... (12/1/72) 

3H  years... (6/1/73) 

4  years (12/1/73) 

4H  years (6/1/74) 

5  years (12/1/74) 

5H  years (6/1/75) 

6  years (12/1/75) 

6H  years .(6/1/76) 

7  years (12/1/76) 

7>^  years.- (6/1/77) 

Syears (12/1/77) 

S)^  years (6/1/78) 

9  years ..(12/1/78) 

9H  years... (6/1/79) 

10  years  (extended  maturity)  ♦ (12/1/79) 


'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Dec.  1,  1959.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

3  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
*  20  years  after  issue  date. 

«  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  4.33  percent. 


12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.  00 

5.00 

5.00 

12.50 

25.00 

125. 00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.  00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

260.00 

5.00 

5.00 

12.60 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.  00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

55.00 
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TABLE  ai 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1960 


rissue  price 

Face  value<  Redemption  '  and  maturity 
I    value 


$500 
500 


$1,000 
1,000 


$5,000      $10,000 
5,000        10,000 


Approximate  investment 
yield  on  face  value 


(2)  From  issue 

date 

or  matu- 

(3)  From  each 

Period  of  lime  bond  is  held  after  issue 

(1)  Amounts  of  interest  checks  for 

rity  date  to 

interest  pay- 

date 

sach  denomination 

each  interest 

ment  date  (a) 

pay  1 

ent  date 

to  maturity  ' 

thereafter 

Percent 

Percent 

H  year 

.  2  (12/1/60) 

$4.00 

$8.00 

$40.  00 

$80.00 

1.60 

3.88 

1  year ,   

....(6/1/61) 

7.25 

14.50 

72.50 

145.00 

2.25 

3.95 

IKyeai-s ---. 

...(12/1/61) 

8.00 

16.00 

80.00 

160.00 

2.56 

4.00 

2  years 

....(6/1/62) 

10.00 

20.00 

100.00 

200.00 

2.91 

4.00 

2}i  years -. 

...(12/1/62) 

10.00 

20.00 

100.00 

200.00 

3.12 

4.00 

3  years - 

....(6/1/63) 

10.00 

20.00 

100.00 

200.00 

3.26 

4.00 

3Hyeai-s --- 

...(12/1/63) 

10.00 

20.00 

100.00 

200.00 

3.36 

4.00 

4  years 

....(6/1/64) 

10.00 

20.00 

100.00 

200.00 

3.44 

4.00 

4H  years - 

...(12/1/64) 

10.00 

20.00 

100.00 

200.00 

3.49 

4.00 

5  years -- 

....(6/1/65) 

10.00 

20.00 

100.00 

200.00 

3.54 

4.00 

5H  years 

...(12/1/65) 

10.00 

20.00 

100.00 

200.00 

3.68 

4.40 

6  years 

....(6/1/66) 

10.20 

20.40 

102.00 

204.00 

3.62 

4.44 

6}4  years 

...(12/1/66) 

10.20 

20.40 

102.00 

204.00 

3.65 

4.50 

7  years -. 

....(6/1/67) 

10.70 

21.40 

107.00 

214.00 

3.69 

4.54 

7J^  years 

...(12/1/67) 

10.70 

21.40 

107.00 

214.00 

3.72 

4.60 

8  years 

....(6/1/68) 

10.70 

21.40 

107.00 

214.00 

3.75 

4.78 

8M  years.. 

...(12/1/68) 

10.70 

21.40 

107. 00 

214.00 

3.78 

4.96 

9  years 

....(6/1/69) 

12.05 

24.10 

120.  50 

241.00 

3.83 

5.03 

9K  years 

...(12/1/69) 

12.05 

24.10 

120.  50 

241.00 

3.87 

5.24 

10  years  (maturity)... 

...(6/1/70) 

13.09 

26.18 

130.90 

261.80 

3.93 

(b)To 

Period  of  time  bond  is  held  after 

EXTENDED 

MATURITY 

extended 

maturity  date 

PERIOD 

maturity  ^ 

Amounts  of  interest  checks  and  investment  yields  to  extended  maturity  on  basis  of  June  1,  1969,  revision 


J^year. ...(12/1/70) 

lyear (6/1/71) 

Daycare (12/1/71) 

2  years.. (6/1/72) 

2M  years (12/1/72) 

3  years (6/1/73) 

3^  years.. (12/1/73) 

4  years ...(6/1/74) 

4H  years _ (12/1/74) 

5  years. (6/1/75) 

5H  years (12/1/75) 

6  years (6/1/76) 

6>4  years (12/1/76) 

7  years (6/1/77) 

7H  years (12/1/77) 

8  years (6/1/78) 

8>^  years (12/1/78) 

9  years. (6/1/79) 

9M ...(12/1/79) 

10  years  (extended  maturity)  < (6/1/80) 


12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.  00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.  00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

6.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.  00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

5.00 

5.00 

12.50 

25.00 

125.00 

250.00 

S5.00 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1960.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

3  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
'  20  years  after  issue  date. 

5  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  4.34  percent. 
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TABLE  22 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1960  THROUGH  MAY  1,  1961 


r  ace  vaiue  ^  Redemption  'and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000   Approximate  investment  yield 
10,000  on  face  value 


Period  of  time  bond  is  held  after  issue  date 


(2)  From  issue 

date  or 

matu- 

(3)  From  each 

1)  Amounts  of  interest  checks  for 

rity  date  to 

interest  pay- 

each denomination 

each  interest 

ment  date  (a) 

payme 

nt  date 

to  maturity  = 

thereafter 

Percent 

Percent 

$4.  00 

$8.00 

$40.  00 

$80.00 

1.60 

3.88 

7.25 

14.50 

72.50 

145  00 

2.25 

3.95 

8.00 

16.00 

80.00 

160.00 

2.56 

4.00 

10.00 

20.00 

100.  00 

200.  00 

2.91 

4.00 

10.00 

20  on 

100.  00 

200.  00 

3.12 

4.00 

10.00 

20.00 

100. 00 

200.  00 

3.26 

4.00 

10.00 

20.00 

100.  00 

200.  00 

3.36 

4.00 

10.00 

20.  00 

100.  00 

200.  00 

3.44 

4.00 

10.00 

20.00 

100.  00 

200.  00 

3.49 

4.00 

10.00 

20.00 

100.  00 

200.  00 

3.54 

4.40 

10.20 

20.40 

102.  00 

204.  00 

3.58 

4.44 

10.20 

20.40 

102.  00 

204. 00 

3.62 

4.49 

10.20 

20.40 

102.  00 

204.00 

3.65 

4.56 

11.00 

22.00 

110.  00 

220.  00 

3.70 

4.58 

11.00 

22. 00 

110.00 

220.  00 

3.74 

4.72 

11.00 

22.00 

110.00 

220.  00 

3.78 

4.81 

11.00 

22.00 

110.  00 

220.  00 

3.81 

5.00 

Myear -'(6/1/61) 

lyear (12/1/61) 

IK  years (6/1/62) 

2  years... (12/1/62) 

2}^  years (6/1/63) 

3  years .(12/1/63) 

3H  years (6/1/64) 

4  years.. (12/1/64) 

4}^  years (6/1/65) 

5  years (12/1/65) 

5J4  years.. (6/1/66) 

6  years ....(12/1/66) 

6H  years (6/1/67) 

7  years (12/1/67) 

714  years ..(6/1/68) 

8  years (12/1/68) 

8K  years (6/1/69) 


Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 


9  years (12/1/69) 

934  years.. (6/1/70) 

10  years  (maturity) (12/1/70) 


12.00 

24.00 

120.00 

240.  00 

12.05 

24.10 

120.  50 

241.  00 

13.45 

26.90 

134.50 

269. 00 

Period  of  time  bond  is  held  after  maturity 
date 


EXTENDED  MATURITY 
PERIOD 


Hyear ..(6/1/71) 

lyear (12/1/71) 

IM  years (6/1/72) 

2  years (12/1/72) 

2K  years (6/1/73) 

3  years ...(12/1/73) 

3}^  years (6/1/74) 

4  years .(12/1/74) 

4>^  years.. (6/1/75) 

5  years (12/1/75) 

5H  years ....(6/1/76) 

6  years (12/1/76) 

6^  years.. (6/1/77) 

7  years (12/1/77) 

7}^  years (6/1/78) 

8  years (12/1/78) 

8K  years (6/1/79) 

9  years ....(12/1/79) 

9J4  years (6/1/80) 

10  years  (extended  maturity)  « (12/1/80) 


12.50 

25.00 

125. 00 

250. 00 

12.50 

25.00 

125.  00 

250.00 

12.50 

25. 00 

125. 00 

250.  00 

12.50 

25.00 

125. 00 

250.  00 

12.50 

25.00 

125.  00 

250  00 

12.50 

25.00 

125. 00 

250.  00 

12.50 

25.00 

125.  00 

250.  00 

12.50 

25.00 

125.  00 

250.00 

12.50 

25.00 

125.00 

250.00 

12.50 

25.00 

125.00 

250. 00 

12.  50 

25.00 

125.00 

250.00 

12.50 

25.00 

125.00 

250.00 

12.50 

25.00 

125. 00 

250. 00 

12.50 

25.00 

125.  00 

250.00 

12.50 

25.00 

125.  00 

250.00 

12.50 

25.00 

125.  00 

250.00 

12.  50 

25.00 

125.00 

250.00 

12.50 

25.00 

125.00 

250.00 

12.50 

25.00 

125.00 

250.00 

12.50 

25.00 

125.00 

250.00 

3.85 

5.10 

3.89 

5.38 

3.98  . 

(b)  To  extended 

maturity ' 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5.00 

5  5.00  . 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

-  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Dec.  1,  1960.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 
3  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
*  20  years  after  issue  date. 
5  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  4.36  precent. 
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TABLE  23 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1961 


I  Issue  price _ . 

Face  value<  Redemption'      and      maturity 
value 


$500 

$1,000 

$5,000 

$10,000 

Approximate  investment 
yield  on  face  value 

500 

1,000 

5,000 

10,000 

Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  eacli 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  ^ 


Hyear... =  (12/1/61) 

lyear (6/1/62) 

IH  years ...(12/1/62) 

2  years ....(6/1/63) 

2H  years ...(12/1/63) 

3  years (6/1/64) 

31^  years (12/1/64) 

4  years .(6/1/65) 

4M  years (12/1/65) 

5  years (6/1/66) 

5J^  years... (12/1/66) 

6  years. (6/1/67) 

6}^  years (12/1/67) 

7  years (6/1/68) 

7H  years (12/1/68) 

8  years .(6/1/69) 


Percent 

Percent 

$4.00 

$8.00 

$40.  00 

$80.  00 

1.60 

3.88 

7.25 

14.50 

72.  50 

145.  00 

2.25 

3.95 

8.00 

16.00 

80.00 

160.  00 

2.56 

4.00 

10.00 

20.00 

100. 00 

200. 00 

2.91 

4.00 

10.00 

20.00 

100.  00 

200. 00 

3.12 

4.00 

10.00 

20. 00 

100.  00 

200. 00 

3.26 

4.00 

10.00 

20. 00 

100.00 

200. 00 

3.36 

4.00 

10.00 

20.00 

100.00 

200. 00 

3.44 

4.00 

10.00 

20.00 

100.00 

200.00 

3.49 

4.40 

10.20 

20.40 

102. 00 

204.00 

3.55 

4.44 

10.20 

20. 40 

102. 00 

204.00 

3.59 

4.48 

10.20 

20.40 

102.00 

204.00 

3.63 

4.54 

10.85 

21.70 

108.  50 

217.  00 

3.68 

4.57 

10.85 

21.  70 

108.  50 

217. 00 

3.72 

4.71 

10.85 

21.70 

108.  50 

217.  00 

3.75 

4.79 

11.35 

22.  70 

113.50 

227. 00 

3.80 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1, 1969,  revision 


8H  years (12/1/69) 

9  years.. (6/1/70) 

93^  years (12/1/70) 

10  years  (maturity) .(6/1/71) 


11.45 

22. 90 

114.50 

229.00 

3.84 

5.14 

11.65 

23.30 

116.  50 

233.00 

3.87 

5.40 

12.60 

25.20 

126.00 

252.00 

3.92 

5.76 

14.40 

28.80 

144.00 

288.00 

4.00 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1, 1961.  For  susbequent  issue  months 
add  the  appropriate  number  of  months. 

3  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed 

TABLE  24 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1961  THROUGH  MAY  1,  1962 


{Issue  price 
Redemption'      and      maturity 
value 


$500 

$1,000 

$5,000 

$10,000 

Approximate  investment 
yield  on  face  value 

500 

1,000 

5,000 

10,000 

Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  ^ 


J^year 2(6/1/62) 

lyear ...(12/1/62) 

IJ^  years .(6/1/63) 

2  years. ...(12/1/63) 

23^  years (6/1/64) 

3  years ....(12/1/64) 

31^  years (6/1/65) 

4  years. (12/1/65) 

4H  years (6/1/66) 

5  years ....(12/1/66) 

5"^  years .(6/1/67) 

6  years ...(12/1/67) 

6}^  years (6/1/68) 

7  years (12/1/68) 

7J^  years ..(6/1/69) 


Percent 

Percent 

$4.00 

$8.00 

$40.00 

$80.  00 

1.60 

3.88 

7.25 

14.50 

72.50 

145.00 

2.25 

3.95 

8.00 

16.00 

80.00 

160.00 

2.56 

4.00 

10.00 

20.  00 

100.  00 

200.00 

2.91 

4.00 

10.00 

20.  00 

100.00 

200.  00 

3.12 

4.00 

10.00 

20.00 

100.00 

200.00 

3.26 

4.00 

10.00 

20.00 

100.00 

200.  00 

3.36 

4.00 

10.00 

20.00 

100.00 

200.00 

3.44 

4.40 

10.20 

20.40 

102.  00 

204.00 

3.50 

4.43 

10.20 

20.40 

102. 00 

204.00 

3.56 

4.47 

10.20 

20.40 

102. 00 

204.00 

3.60 

4.52 

10.75 

21.50 

107.50 

215.00 

3.65 

4.55 

10.75 

21.50 

107.50 

215.00 

3.69 

4.69 

10.75 

21.50 

107.50 

215.00 

3.73 

4.76 

11.25 

22.50 

112.50 

225.00 

3.78 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1, 1969,  revision 


8  years (12/1/69) 

8^  years.... (6/1/70) 

9  years. ..(12/1/70) 

9>^  years (6/1/71) 

10  years  (maturity) (12/1/71) 


11.35 

22.70 

113.50 

227. 00 

3.82 

5.12 

11.50 

23.00 

115.00 

230.00 

3.86 

5.31 

12.45 

24.90 

124.  50 

249.00 

3.91 

5.47 

12.65 

25.30 

126.  50 

253.00 

3.96 

5.90 

14.75 

29.50 

147.50 

295.00 

4.04 

•  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  December  1,  1961.  For  subsequent  issue 
months  add  the  appropriate  number  of  months. 

3  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed 
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TABLE  25 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1962 


(Issue  price 
Redemption  '    and      maturity 
value _ 


$500 

$1,000 

$5,000 

$10,000 

Approximate  investment 
yield  on  face  value 

500 

1,000 

5,000 

10,000 

Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  3 


Kyear 2(12/1/62) 

lyear (6/1/63) 

IH  years- -..(12/1/63) 

2  years (6/1/64) 

23^  years (12/1/64) 

3  years (6/1/65) 

3>^  years (12/1/65) 

4  years (6/1/66) 

4K  years (12/1/66) 

5  years (6/1/67) 

5H  years _ (12/1/67) 

6  years (6/1/6S) 

6}i  years (12/1/68) 

7  years (6/1/69) 


$4.00 

$8.00 

$40. 00 

$80. 00 

7.25 

14.50 

72.50 

145. 00 

8.00 

16.00 

80.00 

160. 00 

10.00 

20.00 

100. 00 

200. 00 

10.00 

20.00 

100.  00 

200. 00 

10.00 

20.00 

100.  00 

200.00 

10.00 

20.00 

100. 00 

200. 00 

10.20 

20.40 

102. 00 

204. 00 

10.20 

20.  40 

102. 00 

204. 00 

10.20 

20.40 

102.  00 

204.  00 

10.65 

21.30 

106.  50 

213.00 

10.65 

21. 30 

106.  50 

213.00 

10.65 

21.30 

106.  50 

213.00 

11.25 

22.  50 

112.50 

225.00 

It 

Paccnt 

1.60 

3.88 

2.25 

3.95 

2.56 

4.00 

2.91 

4.00 

3.12 

4.00 

3.26 

4.00 

3.36 

4.40 

3.45 

4.43 

3.51 

4.47 

3.56 

4.51 

3.62 

4.54 

3.67 

4.68 

3.71 

4.75 

3.76 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  Juno  1,  1969,  revision 


7H  years (12/1/69) 

8  years (6/1/70) 

8H  years- - (12/1/70) 

9  years (6/1/71) 

9)^  years -..(12/1/71) 

10  years  (maturity) (6/1/72) 


11.35 

22.70 

113.  50 

227. 00 

11.50 

23.00 

115.00 

230.00 

11.70 

23.  40 

117.00 

234. 00 

12.65 

25.30 

126.  50 

253. 00 

12.85 

25.70 

128.  50 

257. 00 

15.25 

30.50 

152.50 

305.00 

3.80 
3.85 
3.89 
3.94 
3.99 
4.08 


5.10 
5.23 
5.42 
5.61 
6.10 


'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

-  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1962.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 
3  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 


TABLE  26 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  19G2  THROUGH  MAY  1,  1963 


{Issue  price.. 
Redemption ' 
value 


and      maturity 


$500        $1,000        $5,000      $10,000 


Approximate  investment 
yield  on  face  value 


Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  3 


J^year 2(6/1/63) 

lyear (12/1/63) 

IJ^  years -- (6/1/64) 

2  years (12/1/64) 

2J^  years (6/1/65) 

3  years (12/1/65) 

3)4  years- (6/1/66) 

4  years --(12/1/66) 

4)4  years --- (6/1/67) 

5  years... (12/1/67) 

5)4  years (6/1/6S) 

6  years - (12/1/6S) 

6)^  years -- (6/1/69) 


$4.00 

$8. 00 

$40.  00 

$80. 00 

1.60 

3.88 

7.25 

14.50 

72.50 

145. 00 

2.25 

3.95 

8.00 

16.00 

80.00 

160.  00 

2.56 

4.00 

10.00 

20.00 

100.  00 

200.  00 

2.91 

4.00 

10.00 

20.00 

100.  00 

200. 00 

3.12 

4.00 

10.00 

20.00 

100.  00 

200.  00 

3.26 

4.40 

10.20 

20.  40 

102. 00 

204.  00 

3.37 

4.43 

10.20 

20.40 

102.  00 

204.  00 

3.45 

4.46 

10.  20 

20.40 

102.  00 

204. 00 

3.52 

4.50 

10.60 

21.20 

106. 00 

212.00 

3.58 

4.53 

10.60 

21.  20 

106.  00 

212.  00 

3.64 

4.67 

10.60 

21.20 

106. 00 

212.  00 

3.68 

4.73 

11.15 

22.30 

111.50 

223.  00 

3.74 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 


7  years -- (12/1/69) 

7)^  years -..- (6/1/70) 

8  years (12/1/70) 

8)4  years (6/1/71) 

9  years --- - (12/1/71) 

9)4  years - (6/1/72) 

10  years  (maturity) (12/1/72) 


11.25 

22.  50 

112.  50 

225.  00 

11.40 

22.  80 

114.00 

228.  00 

11.55 

23.10 

115.50 

231.  00 

12.55 

25.10 

125.  50 

251.00 

12.70 

25.40 

127.  00 

254.  00 

12. 90 

25.80 

129.  00 

258.  00 

15.55 

31.10 

155.50 

311.00 

3.78 
3.83 
3.87 
3.93 
3.98 
4.03 
4.12 


5.09 
5.20 
5.36 
5.48 
5.68 
6.22 


'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Dec.  1,  1962.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

3  Based  on  schedule  of  interest  cliecks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
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TABLE  27 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1963 


(Issue  price- 

Face  value]  Redemption'      and      maturity 
I    value --- 


fsoo 

$1,000 

$5,000 

$10,000 

Approximate  investment 
yield  on  face  value 

500 

1.000 

5,000 

10,000 

Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity ' 


J^year :(12/l/63) 

lyear (6/1/64) 

1}^  years -.- _. (12/1/64) 

2  years (6/1/65) 

2>4  years-.- (12/1/65) 

3  years -(6/1/66) 

3J4  years (12/1/66) 

4  years ---- (6/1/67) 

4}^  years (12/1/67) 

5  years - (6/1/6S) 

5}^  years -.(12/1/6S) 

6  years (6/1/69) 


$4.00 

$8.00 

$40. 00 

$80. 00 

7.25 

14.50 

72.50 

145.00 

8.00 

16.00 

80.00 

160.00 

10.00 

20.00 

100.00 

200. 00 

10.00 

20.00 

100.00 

200.00 

10.20 

20.40 

102. 00 

204.00 

10.20 

20.40 

102. 00 

204. 00 

10.20 

20.40 

102. 00 

204. 00 

10.55 

21.10 

105.  50 

211.00 

10.55 

21.10 

105.50 

211.00 

10.55 

21.10 

105.50 

211.00 

11.10 

22.20 

111.00 

222.00 

Percent 
1.60 
2.25 
2.56 
2.91 
3.12 
3.27 
3.38 
3.46 
3.54 
3.60 
3.65 
3.71 


Percent 
3.88 
3.95 
4.00 
4.00 
4.40 
4.43 
4.46 
4.49 
4.62 
4.66 
4.71 
5.00 


Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 


6H  years --(12/1/69) 

7  years (6/1/70) 

7^  years - (12/1/70) 

8  years (6/1/71) 

8H  years -.(12/1/71) 

9  years - (6/1/72) 

9)4  years (12/1/72) 

10  years  (maturity) -..(6/1/73) 


11.20 

22.  40 

112.00 

224. 00 

11.35 

22.70 

113.  50 

227.00 

11.50 

23.  00 

115.  00 

230. 00 

11.65 

23. 30 

116.50 

233.00 

12.80 

25.60 

128.  00 

256.00 

12.95 

25.90 

129.  50 

259. 00 

13.10 

26.20 

131.00 

262.  00 

16.10 

32.20 

161.00 

322.00 

3.77 
3.81 
3.86 
3.90 
3.96 
4.02 
4.07 
4.16 


5.08 
5.18 
5.31 
5.48 
5.61 
5.83 
6.44 


1  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1963.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

'  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 


TABLE  28 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1963  THROUGH  MAY  1,  1961 


{Issue  price 
Redemption'      and      maturity 
value 


$500 

$1,000 

$5,000 

$10,000 

Approximate  investment 
yield  on  face  value 

500 

1,000 

5,000 

10,000 

Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  ' 


Hyear.. 2  (6/1/64) 

1  year - (12/1/64) 

1>^  years (6/1/65) 

2  years. (12/1/65) 

2H  years..-- .-.-(6/1/66) 

3  years -..(12/1/66) 

3H  years (6/1/67) 

4  years --- -(12/1/67) 

4H  years- (6/1/68) 

5  years - - (12/1/68) 

5^  years (6/1/69) 


Percent 

Percent 

$4.00 

$8.00 

$40. 00 

$80. 00 

1.60 

3.88 

7.25 

14.50 

72.50 

145. 00 

2.25 

3.95 

8.00 

16.00 

80.00 

160. 00 

2.56 

4.00 

10.00 

20.00 

100.00 

200.00 

2.91 

4.40 

10.20 

20.40 

102. 00 

204.00 

3.14 

4.43 

10.20 

20.40 

102.  00 

204.00 

3.29 

4.46 

10.20 

20.40 

102. 00 

204. 00 

3.39 

4.49 

10.20 

20.40 

102. 00 

204.00 

3.47 

4.53 

10.75 

21.50 

107.  50 

21.5.  00 

3.56 

4.65 

10.75 

21.50 

107.  50 

215.00 

3.63 

4.69 

10.75 

21.50 

107.  50 

215. 00 

3.68 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1, 1969,  revision 


6  years (12/1/69) 

6M  years (6/1/70) 

7  years - (12/1/70) 

7)^  years -.(6/1/71) 

8  years (12/1/71) 

8^  years (6/1/72) 

9  years ...(12/1/72) 

9H  years -..-(6/1/73) 

10  years  (maturity) (12/1/73) 


10.80 

21.60 

108. 00 

216.00 

3.73 

5.09 

11.45 

22.90 

114.  50 

229.00 

3.79 

5.17 

11.60 

23.20 

116.00 

232.00 

3.84 

5.27 

11.75 

23.50 

117.50 

235. 00 

3.89 

5.39 

11.90 

23.80 

119.00 

238.00 

3.94 

5.55 

12.90 

25.80 

129.00 

258.00 

4.00 

5.69 

13.05 

26.10 

130.  50 

261.  00 

4.05 

5.94 

13.20 

26.40 

132.00 

264.00 

4.10 

6.62 

16.55 

33.10 

165.50 

331.00 

4.21 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Dec.  1,  1963.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 
2  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
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TABLE  29 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1964 


[Issue  price. . 

Face  value-.  Redemption' 

I    value 


and      maturity 


$500        $1,000        $5,000      $10,000 
500         1,000         5.000        10,000 


Approximate  investment 
yield  on  face  value 


Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  ^ 


Myear ..=  (12/1/64) 

1  year.... ..(6/1/65) 

IH  years (12/1/65) 

2  years ....(6/1/66) 

214  years (12/1/66) 

3  years ....(6/1/67) 

3M  years.... (12/1/67) 

4  years (6/1/68) 

4J^  years ...(12/1/68) 

5  years ..(6/1/69) 


Percent 

Percent 

$4.00 

$8.00 

$40.  00 

$80.00 

1.60 

3.88 

7.25 

14.50 

72.50 

145.00 

2.25 

3.95 

8.00 

16.00 

80.00 

160.  00 

2.56 

4.40 

10.20 

20.40 

102.00 

204.00 

2.93 

4.42 

10.20 

20.40 

102.00 

204. 00 

3.15 

4.45 

10.20 

20.40 

102.00 

204.00 

3.30 

4.48 

10.20 

20.40 

102.00 

204.00 

3.41 

4.52 

10.70 

21.40 

107.00 

214.00 

3.51 

4.64 

10.70 

21.40 

107. 00 

214. 00 

3.59 

4.68 

10.70 

21.40 

107. 00 

214. 00 

3.65 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 


SM  years- ..(12/1/69) 

6  years (6/1/70) 

6}^  years ..(12/1/70) 

7  years (6/1/71) 

71^  years ....(12/1/71) 

8  years (6/1/72) 

8M  years (12/1/72) 

9  years (6/1/73) 

9}^  years (12/1/73) 

10  years  (maturity) ..(6/1/74) 


10.75 

21.50 

107.  50 

215.  00 

3.70 

5.09 

11.40 

22.80 

114.00 

228.  00 

3.77 

5.16 

11.55 

23.10 

115.  60 

231. 00 

3.82 

5.24 

11.70 

23.40 

117.00 

234.00 

3.88 

5.35 

11.85 

23.70 

118.  50 

237.00 

3.93 

5.48 

12.00 

24.00 

120. 00 

240.00 

3.97 

5.66 

13.10 

26.20 

131.  00 

262. 00 

4.04 

5.81 

13.25 

26.50 

132.  50 

265. 00 

4.09 

6.07 

13.40 

26.80 

134. 00 

268.00 

4.15 

6.80 

17.00 

34.00 

170.00 

340.00 

4.25 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Juno  1,  1964.  For  subsequent  Issue  months 
add  the  appropriate  number  of  months. 

3  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 


TABLE  30 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1964  THROUGH  MAY  I,  1965 


Facevalue/'^^"''P"'^ 

IRedemption'and  maturityvalue. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000   Approximate  investment  yield 
10,000  on  face  value 


Period  of  time  bond  is  held  after  issue  date      (1)  Amounts  of  interest  checks  for 

each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  ' 


J^year 2  (6/1/65) 

1  year ....(12/1/65) 

1^  years... (6/1/66) 

2  years (12/1/66) 

21^  years ....(6/1/67) 

3  years ..(12/1/67) 

33^  years (6/1/68) 

4  years (12/1/68) 

41^  years ..(6/1/69) 


Percent 

Percent 

$4.00 

$8.00 

$40. 00 

$80.00 

1.60 

3.88 

7.25 

14.50 

72.50 

145. 00 

2.25 

4.35 

8.20 

16.40 

82.00 

164.00 

2.59 

4.42 

10.20 

20.40 

102. 00 

204.00 

2.95 

4.45 

10.20 

20.40 

102. 00 

204.00 

3.17 

4.48 

10.20 

20.40 

102.  00 

204.00 

3.31 

4.51 

10.65 

21.30 

106.  50 

213.00 

3.44 

4.63 

10.65 

21.30 

106.50 

213.00 

3.54 

4  67 

10.65 

21.30 

106.50 

213. 00 

3.61 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 


5  years ..(12/1/69) 

5H  years.... (6/1/70) 

6  years ..(12/1/70) 

6}^  years ..(6/1/71) 

7  years (12/1/71) 

7H  years .(6/1/72) 

8  years (12/1/72) 

8J^  years ...(6/1/73) 

9  years (12/1/73) 

9H  years (6/1/74) 

10  years  (maturity) ...(12/1/74) 


10.70 

21.40 

107.00 

214.00 

3.67 

5.08 

10.85 

21.70 

108.  50 

217.  00 

3.73 

5.18 

11.70 

23.40 

117.00 

234.00 

3.80 

5.25 

11.80 

23.60 

118.00 

236. 00 

3.86 

5.33 

11.95 

23. 90 

119.  50 

239. 00 

3.92 

5.43 

12.10 

24.20 

121.00 

242.00 

3.97 

5.56 

12.25 

24.50 

122.  50 

245.00 

4.02 

5.73 

13.20 

26.40 

132. 00 

264.00 

4.08 

5.89 

13.35 

26.70 

133.  50 

267.00 

4.14 

6.18 

13.50 

27.00 

135. 00 

270.00 

4.19 

6.98 

17.45 

34.90 

174.50 

349.00 

4.30 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Dec.  1,  1964.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

3  Based  on  schedule  of  Interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
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TABLE  31 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1965 


(Issue  price. . 

Face  value^  Redemption' 

I     value 


and      maturity 


$500 

$1,000 

$5,000 

$10,000 

Approximate  investment 
yield  on  face  value 

500 

1,000 

5,000 

10,000 

Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  ^ 


J^year 2(12/1/65) 

lyear (6/1/66) 

IK  years -...(12/1/66) 

2  years (6/1/67) 

2K  years (12/1/67) 

3  years.. (6/1/68) 

3H  years. (12/1/68) 

4  years (6/1/69) 


Percent 

Percent 

$4.00 

$8.00 

$40.00 

$80.00 

1.60 

4.28 

7.45 

14.90 

74.50 

149.00 

2.29 

4.37 

8.20 

16.40 

82.00 

164.00 

2.61 

4.45 

10.20 

20.40 

102.  00 

204.00 

2.97 

4.47 

10.20 

20.40 

102.00 

204.00 

3.18 

4.51 

10.60 

21.20 

106.00 

212. 00 

3.35 

4.63 

10.60 

21.20 

106.00 

212.00 

3.47 

4.66 

10.60 

21.20 

106.00 

212.  00 

3.56 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 


4H  years (12/1/69) 

5  years.. ...(6/1/70) 

5J^  years .(12/1/70) 

6  years (6/1/71) 

6J^  years (12/1/71) 

7  years ..(6/1/72) 

7K  years ....(12/1/72) 

8  years (6/1/73) 

8}^  years (12/1/73) 

9yeai-s (6/1/74) 

9H  years (12/1/74) 

10  years  (maturity) (6/1/75) 


10.65 

21.30 

106.50 

213.00 

3.63 

5.08 

10.80 

21.60 

108.00 

216.00 

3.70 

5.16 

11.60 

23.20 

116.00 

232.00 

3.77 

5.23 

11.75 

23.50 

117.  50 

235.00 

3.84 

5.30 

11.85 

23.70 

118.  50 

237. 00 

3.90 

5.39 

12.00 

24.00 

120.00 

240.00 

3.96 

5.50 

12.15 

24.30 

121.  50 

243. 00 

4.01 

5.63 

13.05 

26.10 

130.  50 

261.00 

4.07 

5.75 

13.15 

26.30 

131.  50 

263.00 

4.13 

5.92 

13.30 

26.60 

133.00 

266.00 

4.19 

6.23 

13.45 

26.90 

134.  50 

269.00 

4.24 

7.10 

17.75 

35.50 

177.50 

355.00 

4.35 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1965.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 
'  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

TABLE  32 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1965  THROUGH  MAY  1,  1966 


(Issue  price $500 

Face  value  Redemption'      and      maturity 

I    value 500 


$1,000 
1,000 


$5,000 
5,000 


$10,000 
10,000 


Approximate  investment 
yield  on  face  value 


Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  ^ 


i^year ....2(6/1/66) 

lyear ..(12/1/66) 

1}^  years ...(6/1/67) 

2  years (12/1/67) 

2>^  years (6/1/68) 

3  years (12/1/68) 

33^  years --(6/1/69) 


Percent 

Percent 

$5.50 

$11.00 

$55. 00 

$110. 00 

2.20 

4.27 

9.70 

19.40 

97.00 

194. 00 

3.03 

4.30 

10.75 

21.50 

107.50 

215. 00 

3.45 

4.30 

10.75 

21.50 

107. 50 

215.00 

3.65 

4.30 

10.75 

21.50 

107.  50 

215. 00 

3.78 

4.40 

10.75 

21.60 

107.  50 

215.00 

3.86 

4.41 

10.75 

21.50 

107.  50 

215.00 

3.92 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1, 1969,  revision 


4  years (12/1/69) 

4)4  years (6/1/70) 

5  years .(12/1/70) 

534  years -- (6/1/71) 

6  years -- -(12/1/71) 

6K  years (6/1/72) 

7  years -(12/1/72) 

7M  years..- (6/1/73) 

8  years (12/1/73) 

8>^  years - --(6/1/74) 

9  years --..(12/1/74) 

9}^  years (6/1/75) 

10  years  (maturity). (12/1/75) 


10.85 

21.70 

108. 50 

217.00 

3.97 

5.06 

11.10 

22.20 

111.00 

222.00 

4.02 

5.13 

11.30 

22.60 

113.00 

226.  00 

4.06 

5.20 

11.55 

23.10 

115.  50 

231.00 

4.11 

5.27 

11.80 

23.60 

118.00 

236.00 

4.15 

5.34 

12.00 

24.00 

120. 00 

240. 00 

4.20 

5.43 

12.25 

24.50 

122. 50 

245. 00 

4.24 

5.53 

12.50 

25.00 

125.00 

250. 00 

4.28 

5.64 

12.75 

25.50 

127.50 

255.00 

4.33 

5.78 

13.00 

26.00 

130. 00 

260.00 

4.37 

5.99 

13.25 

26.50 

132.  50 

265. 00 

4.41 

6.35 

13.50 

27.00 

135. 00 

270.00 

4.45 

7.32 

18.30 

36.60 

183.00 

366.00 

4.57 

1  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

•  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  December  1,  1965.  For  subsequent  issue 
months  add  the  appropriate  number  of  months. 
3  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
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TABLE  33 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  I,  1966 


[Issue  price 

Face  ¥alue<  Redemption ' 
I    value 


and      maturity 


$500 

$1,000 

$5,000 

$10,000 

Approximate  investment 
yield  on  face  value 

500 

1.000 

5,000 

10,000 

Period  of  time  bond  is  lield  after  issue 
date 


(1)  Amounts  of  interest  clieclis  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  ' 


Myear... =  (12/1/66) 

1  year _ (6/1/67) 

IH  years (12/1/67) 

2  years - (6/1/68) 

2K  years (12/1/68) 

3  years ._ (6/1/69) 


Percent 

Percent 

$5.50 

$11.00 

$55.  00 

$110.  00 

2.20 

4.27 

9.70 

19. 40 

97.00 

194. 00 

3.03 

4.30 

10.75 

21.60 

107.  50 

215. 00 

3.45 

4.30 

10.75 

21.50 

107.  50 

215.00 

3.65 

4.40 

10.75 

21.50 

107.  50 

215.00 

3.78 

4.41 

10.75 

21.50 

107.  50 

215.  00 

3.86 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 


3H  years (12/1/69) 

4  years -(6/1/70) 

4K  years _ -(12/1/70) 

5  years (6/1/71) 

51^  years (12/1/71) 

6  years --(6/1/72) 

6H  years (12/1/72) 

7  years (6/1/73) 

73^  years..- (12/1/73) 

8  years -.(6/1/74) 

8H  years (12/1/74) 

9  years - -...(6/1/75) 

9J^  years (12/1/75) 

10  years  (maturity) .(6/1/76) 


10.85 

21.70 

108.  50 

217.00 

3.93 

5.06 

11.05 

22.10 

110.  50 

221. 00 

3.98 

5.12 

11.30 

22.  60 

113.00 

226. 00 

4.04 

5.10 

11.50 

23.00 

115.00 

230.  00 

4.09 

5.25 

11.70 

23.40 

117.00 

234.  00 

4.14 

5.33 

11.95 

23.90 

119.  50 

239.  00 

4.18 

5.40 

12.15 

24.30 

121. 50 

243.00 

4.23 

5.49 

12.40 

24. 80 

124.00 

248.00 

4.27 

5.58 

12.60 

25.20 

126.  00 

252.00 

4.32 

5.70 

12.  85 

25.70 

128.  50 

257.00 

4.36 

5.85 

13.10 

26. 20 

131.  00 

262.00 

4.40 

6.07 

13.35 

26.70 

133.  50 

267.00 

4.45 

6.44 

13.60 

27.20 

136.00 

272. 00 

4.49 

7.48 

18.70 

37.40 

187.00 

374.00 

4.61 

'  At  all  times,  except  that  bond  vi^as  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1966.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

3  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

TABLE  34 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1966  THROUGH  MAY  1.  1967 


(Issue  price. . 
Redemption  > 
value 


and      maturity 


$500        $1,000        $5,000      $10,000 


Approximate  investment 
yield  on  face  value 


Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  ^ 


J^year .2(6/1/67) 

lyear --(12/1/67) 

1)^  years (6/1/68) 

2  years (12/1/68) 

2H  years ....(6/1/69) 


Percent 

Percent 

$5.50 

$11.00 

$55.  00 

$110. 00 

2.20 

4.27 

9.70 

19.40 

97.00 

194. 00 

3.03 

4.30 

10.75 

21.50 

107.  50 

215.00 

3.45 

4.40 

10.75 

21.  50 

107.  50 

215. 00 

3.65 

4.41 

10.75 

21.50 

107.  50 

215.  00 

3.78 

5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 


3  years (12/1/69) 

3^  years (6/1/70) 

4  years (12/1/70) 

4H  years ...(6/1/71) 

5  years (12/1/71) 

5}^  years (6/1/72) 

6  years (12/1/72) 

6)^  years --(6/1/73) 

7  years -..(12/1/73) 

7J^  years (6/1/74) 

8  years - -.(12/1/74) 

8H  years (6/1/75) 

9  years --- (12/1/75) 

9}^  years - (6/1/76) 

10  years  (maturity) (12/1/76) 


10.85 

21.70 

108.  50 

217. 00 

3.87 

5.06 

11.05 

22.10 

110.  50 

221.00 

3.94 

5.11 

11.25 

22.50 

112.  50 

225.00 

4.01 

5.17 

11.45 

22.90 

114.  50 

229.00 

4.06 

5.24 

11.65 

23.30 

116.50 

233.00 

4.12 

5.30 

11.85 

23.70 

118.  50 

237.00 

4.17 

5.37 

12.05 

24.10 

120.50 

241.  00 

4.22 

5.45 

12.30 

24.60 

123.00 

246. 00 

4.26 

5.53 

12.50 

25.00 

125. 00 

250.00 

4.31 

5.63 

12.70 

25.40 

127. 00 

254.00 

4.35 

5.75 

12.95 

25.90 

129.50 

259.00 

4.40 

5.90 

13.15 

26.30 

131.  50 

263.00 

4.44 

6.12 

13.40 

26.80 

134. 00 

268.00 

4.48 

6.52 

13.60 

27.20 

136.00 

272.00 

4.52 

7.64 

19.10 

38.20 

191.00 

382.00 

4.64 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Dec.  1,  1966.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 

3  Based  on  schedule  of  interest  cliccks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed 
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TABLE  35 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1967 


(Issue  price- - 

Face  value-!  Redemption ' 

I    value 


and      maturity 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000 
10,000 


Approximate  investment 
yield  on  face  value 


Period  of  time  bond  is  lield  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
eacli  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity ' 


'Ayear =(12/1/67) 

lyear ...(6/1/68) 

134  years .- ....(12/1/68) 

2  years (6/1/69) 


$5.50 

$11.00 

$55.00 

$110.00 

9.70 

19.40 

97.00 

194.00 

10.75 

21.50 

107.  50 

215.00 

10.75 

21.50 

107.  50 

215. 00 

Percent 
2.20 
3.03 
3.45 
3.65 


Percent 
4.27 
4.40 
4.41 
5.00 


Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  Juno  1,  1969,  revision 


2H  years (12/1/69) 

3  years ..(6/1/70) 

334  years.... (12/1/70) 

4  years (6/1/71) 

43^  years (12/1/71) 

5  years ..(6/1/72) 

.5M  years ..(12/1/72) 

6  years ....(6/1/73) 

6H  years (12/1/73) 

7  years ..(6/1/74) 

7M  years ...(12/1/74) 

8  years.... ....(6/1/75) 

834  years-. ...(12/1/75) 

9  years. (6/1/76) 

934  years .(12/1/76) 

10  years  (maturity) (6/1/77) 


10.85 

21.70 

108.  50 

217. 00 

3.79 

5.05 

11.05 

22.10 

110.50 

221. 00 

3.89 

5.11 

11.20 

22.40 

112.00 

224. 00 

3.97 

5.17 

11.40 

22.80 

114.00 

228. 00 

4.03 

5.22 

11.60 

23.20 

116.00 

232.00 

4.10 

5.29 

11.80 

23.60 

118.00 

236. 00 

4.15 

5.35 

12.00 

24.00 

120.00 

240. 00 

4.21 

5.42 

12.20 

24. 40 

122.00 

244.00 

4.25 

5.49 

12.40 

24.80 

124.00 

248. 00 

4.30 

5.58 

12.60 

25.20 

126.00 

252.00 

4.35 

5.68 

12.80 

25.60 

128.00 

256.00 

4.39 

5.80 

13.00 

26.00 

130.00 

260.00 

4.43 

5.96 

13.25 

26.50 

132.  50 

265. 00 

4.48 

6.19 

13.45 

26.90 

134.  50 

269. 00 

4.52 

6.61 

13.65 

27.30 

136.  50 

273. 00 

4.56 

7.80 

19.50 

39.00 

195.00 

390.00 

4.68 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1967.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 
'  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

TABLE  36 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1.  1967  THROUGH  MAY  1,  1968 


{Issue  price... 
Redemption  ' 
value 


and      maturity 


$500 
500 


$1,000 
1,000 


$5,000      $10,000 
5,000        10,000 


Approximate  investment 
yield  on  face  value 


Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity  3 


34  year =  (6/1/68) 

1  year (12/1/68) 

13i  years (6/1/69) 


$5.50 

$11.00 

$55.00 

$110.00 

9.70 

19.40 

97.00 

194.00 

10.75 

21.50 

107.  50 

215.00 

Percent 
2.20 
3.03 
3.45 


Percent 
4.37 
4.41 
5.00 


Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1, 1969,  revision 


2  years ..-(12/1/69) 

234  years - ..-- (6/1/70) 

3  years (12/1/70) 

334  years (6/1/71) 

4  years ...- (12/1/71) 

43^  years- (6/1/72) 

5  years (12/1/72) 

53i  years (6/1/73) 

6  years - (12/1/73) 

63^  years --..(6/1/74) 

7  years.. (12/1/74) 

73i  years (6/1/75) 

8  years (12/1/75) 

834  years (6/1/76) 

9  years.. (12/1/76) 

93^  years (6/1/77) 

10  years  (maturity). (12/1/77) 


10.85 

21.70 

108.  50 

217.00 

3.66 

5.05 

11.00 

22.00 

110.00 

220.00 

3.81 

5.10 

11.20 

22.40 

112.00 

224.00 

3.91 

5.16 

11.35 

22.70 

113.  50 

227.00 

4.00 

5.21 

11.55 

23.10 

115.50 

231.00 

4.07 

5.27 

11.75 

23.50 

117.  50 

235.00 

4.13 

5.33 

11.90 

23.80 

119.00 

238.00 

4.19 

5.40 

12.10 

24.20 

121.00 

242.00 

4.24 

5.47 

12.30 

24.60 

123.00 

246.00 

4.29 

5.54 

12.50 

25.00 

125.00 

250.00 

4.34 

5.63 

12.70 

25.40 

127.00 

254.00 

4.38 

5.73 

12.90 

25.80 

129.00 

258.00 

4.43 

5.85 

13.10 

26.20 

131.00 

262.00 

4.47 

6.02 

13.30 

26.60 

133.00 

266.00 

4.51 

6.26 

13.50 

27.00 

135.00 

270.00 

4.55 

6.71 

13.70 

27.  40 

137.00 

274.00 

4.59 

7.98 

19.95 

39.90 

199.50 

399.00 

4.72 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Dec.  1,  1967.  For  subsequent  issue  months 
add  the  appropriate  number  of  months. 
'  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
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TABLE  37 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1968 


Farp viilu<>l '^"*  P"'^ 

'■'^^™'"^\Redemption  'and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,000 
5,000 


$10,000  Approximate  investment  yield 
10,000  on  face  value 


Period  of  time  bond  is  held  after  issue  date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
mcnt  date  maturity  ' 


Hyear =  (12/1/68) 

lyear (6/1/69) 


PcTcmt 

Percent 

$5.50 
9.70 

$11.00 
19.40 

$55.00 
97.00 

$110.00 
194. 00 

2.20 
3.03 

4.38 
5.00 

Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1,  1969,  revision 


IM  years (12/1/69) 

2  years (6/1/70) 

2H  years ...(12/1/70) 

3  years (6/1/71) 

3>^  years (12/1/71) 

4  years (6/1/72) 

4H  years (12/1/72) 

5  years (6/1/73) 

5}^  years (12/1/73) 

6  years (6/1/74) 

6H  years (12/1/74) 

7  years (6/1/75) 

7}^  years ....(12/1/75) 

8  years (6/1/76) 

8H  years (12/1/76) 

9  years.. (6/1/77) 

9H  years (12/1/77) 

10  years  (maturity) (6/1/78) 


10.85 

21.70 

108.  50 

217.00 

3.46 

5.05 

11.00 

22.00 

110.00 

220.00 

3.69 

5.10 

11.15 

22.30 

111.  50 

223.00 

3.84 

5.15 

11.35 

22.70 

113.50 

227.00 

3.95 

5.20 

11.50 

23.00 

115.00 

230.00 

4.04 

5.25 

11.65 

23.30 

116.50 

233.00 

4.11 

5.31 

11.85 

23.70 

118.50 

237.00 

4.17 

5.37 

12.00 

24.00 

120.00 

240.00 

4.23 

5.44 

12.20 

24.40 

122.00 

244. 00 

4.28 

5.51 

12.40 

24.80 

124.00 

248.00 

4.33 

5.58 

12.55 

25.10 

125.50 

251.00 

4.38 

5.67 

12.75 

25.50 

127.50 

255. 00 

4.42 

5.78 

12.95 

25.90 

129.50 

259. 00 

4.46 

5.91 

13.15 

26.30 

131.50 

263.00 

4.51 

6.08 

13.35 

26.70 

133.  50 

267.00 

4.55 

6.34 

13.55 

27.10 

135. 50 

271.00 

4.58 

6.82 

13.75 

27.50 

137.  50 

275.00 

4.62 

8.18 

20.45 

40.90 

204.50 

409.00 

4.76 

>  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1, 1968.  For  subsequent  Issue  months 
add  the  appropriate  number  of  months. 

3  Based  on  schedule  of  interest  checks  in  eflect  on  the  interest  payment  date  from  which  the  yield  is  computed. 

TABLE  38 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1968  THROUGH  MAY  1,  1969 


(Issue  price.. 
Redemption  > 
value 


and      maturity 


$500 

$1,000 

$5,000 

$10,000 

Approximate  investment 
yield  on  face  value 

500 

1,000 

5,000 

10,000 

Period  of  time  bond  is  held  after  issue 
date 


(1)  Amounts  of  interest  checks  for 
each  denomination 


(2)  From  issue  (3)  From  each 
date  to  each  interest  pay- 
interest  pay-  ment  date  to 
ment  date  maturity ' 


lyear =(6/1/69)  .$5.50        $11.00        $55.00      $110.00 


Percent 
2.20 


Percent 
5.00 


Amounts  of  interest  checks  and  investment  yields  to  maturity  on  basis  of  June  1, 1969,  revision 


lyear... ..(12/1/69) 

1J4  years... (6/1/70) 

2  years (12/1/70) 

2^  years (6/1/71) 

3  years ....(12/1/71) 

3}4  years... ..(6/1/72) 

4  years (12/1/72) 

4}^  years .(6/1/73) 

5  years (12/1/73) 

5H  years (6/1/74) 

6  years (12/1/74) 

6}^  years (6/1/75) 

7  years ..(12/1/75) 

7}^  years ..(6/1/76) 

8  years... (12/1/76) 

8>^  years (6/1/77) 

9  years (12/1/77) 

9>^  years (6/1/78) 

10  years  (maturity) ..(12/1/78) 


9.80 

19.60 

98.00 

196.00 

3.05 

5.07 

11.00 

22.00 

110.00 

220.  00 

3.49 

5.12 

11.15 

22.30 

111.50 

223.00 

3.73 

5.17 

11.35 

22.  70 

113.  50 

227.00 

3.88 

5.22 

11.50 

23.00 

115.00 

230.00 

4.00 

5.28 

11.65 

23.30 

116.50 

233.00 

4.09 

5.33 

11.85 

23.  70 

118.50 

237.00 

4.16 

5.39 

12.05 

24.10 

120.  50 

241.00 

4.23 

5.45 

12.20 

24.40 

122.00 

244.00 

4.29 

5.52 

12.40 

24.80 

124.00 

248.00 

4.34 

5.59 

12.60 

25.20 

126. 00 

252.00 

4.39 

5.66 

12  75 

25.50 

127  50 

255.00 

4.44 

5.75 

12.95 

25.90 

129.50 

259.00 

4.48 

5.86 

13.15 

26.30 

131.  50 

263.00 

4.53 

5.99 

13.35 

26.70 

133.50 

267.00 

4.. 17 

6.16 

13.55 

27.10 

135.  50 

271.00 

4.61 

6.42 

13.75 

27.50 

137.  50 

275.00 

4.65 

6.91 

13.95 

27. 90 

139.  50 

279.00 

4.69 

8.28 

20.70 

41.40 

207.00 

414.00 

4.83 

'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Doc  1, 1968.  For  subsequent  issue  months 

add  the  appropriate  number  of  months.  .  ,  ..  .  .  j 

•  Based  on  schedule  of  interest  checks  in  effect  on  the  interest  payment  date  from  which  the  yield  is  computed. 
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Maturities  and  summary  of  investment  yields  to  maturity  and  extended  maturity  dates  under  regulations  hereto- 
fore prescribed  for  Series  H  bonds  witli  issue  dates  June  1, 1952,  through  May  1, 1969  (rates  percent  per  annum,  com- 
pounded semiannually). 


Yields 
Issue  dates  Term  to  original 


maturity  To  original  maturity  date      To  extended  maturity  date 

(10  years) 


June  1952-January  1957 9  years,  8 months  .      3.(K)%.. --      3.75%. 

+0.5  June  1,  1959 -fO.4  December  1,  1965. 

-fO.4  December  1,  1965. -t-O.lJune  1, 1968. 

February  1957-May  1959 lOyears... 3.25% 4.15%. 

+0.5  June  1,1959 +0.1  June  1,  1968. 

+0.4  December  1, 1965 

+0.1  June  1, 1968 

June  1959-Novembcr  1965 10  years 3.75% 4.25%. 

+0.4  December  1,  1965 

+0.1  June  1, 1968 

December  1965-May  1968 10  years 4.15% 

+0.1  June  1, 1968 

June  1968-May  1969 10  years 4.25% 


Exhibit  6.— Second  amendment,   December  31,   1%9,   to  Department   Circular 
No.  1-63,  regulations  governing  United  States  retirement  plan  bonds 

Tkeasury  Department, 
Washington,  December  31,  1969. 
Section  341.1(a)  of  Department  Circular,  Public  Dept  Series  No.  1-63,  dated 
January  10,  1963,  as  amended  (31  CFR,  Part  341),  is  hereby  further  amended 
to  read  as  follows : 

Sec.  341.1.  Description  of  bonds. —  (a)  Investment  yield  (interest). — United 
States  Retirement  Plan  Bonds,  hereinafter  sometimes  referred  to  as  Retirement 
Plan  Bonds,  will  be  issued  at  par.  The  investment  yields  (interest)  are  as  follows  : 

(1)  Bonds  with  issue  dates  of  January  1,  1963,  through  May  1,  1966—3%  per- 
cent per  annum,  compounded  semiannually,  as  set  forth  in  the  table  of  redemption 
values  appended  to  the  circular ; 

(2)  Bonds  with  issue  dates  of  June  1, 1966,  through  December  1,  1969 — 4.15  per- 
cent per  annum,  compounded  semiannually,  as  set  forth  in  the  table,  identified  as 
Table  A,  appended  to  the  First  Amendment  of  the  circular ;  and 

(3)  Bonds  with  the  issue  date  of  January  1,  1970,  or  thereafter— 5  percent  per 
annum,  compounded  semiannually,  as  set  forth  in  the  table,  identified  as  Table  B, 
appended  to  this  amendment. 

The  interest  will  be  paid  only  upon  redemption  of  the  bonds.  The  accrual  of  in- 
terest will  continue  until  the  bonds  have  been  redeemed  or  have  reached  maturity, 
whichever  is  earlier,  in  accordance  with  these  regulations. 

John  K.  Carlock, 
Fiscal  Assistant  Secretary  of  the  Treasury. 
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Table  B. — Table  of  redemption  values  providing  an  investment  yield  of  5.00  percent 
per  annum  for  bonds  bearing  issue  dates  beginning  Jan.  1,  1970 

Table  shows  the  increase  in  redemption  value  for  each  successive  half-year  term  of  holding  following  the 
date  of  issue  on  Retirement  Plan  Bonds  bearing  issue  dates  beginning  January  1,  1970.  The  redemption 
values  have  been  determined  to  provide  an  investment  yield  of  approximately  5.00  percent  >  per  annum, 
compounded  semiannually,  on  the  purchase  price  from  issue  date  to  the  beginning  of  each  half-year  period. 
The  period  to  maturity  is  indeterminate  in  accordance  with  the  provisions  of  section  341.1(b)  of  this 
circular.2 


Issue  price - 


$50.  00         $100.  00 


$500. 00 


$1,000.00 


Period  after  issue  date 


Redemption  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


First  J^year 50. 

J/^  to  1  year _.. 51. 

1  to  13^  years. 52. 

IJ^  to  2  years -.. 53. 

2  to  2J^  years.. 55. 

2^  to  3  years 56. 

3  to  33^  years... 57. 

3J^  to  4  years 59. 

4  to  4K  years 60. 

43^  to  5  years.. 62. 

5  to  5J^  years 64. 

5)/2  to  6  years 65. 

6  to  6}^  years 67. 

63^  to  7  years 68. 

7  to  7J^  years.. _ 70. 

7}^  to  8  years 72. 

8  to  8H  years _._ 74. 

8J^  to  9  years 76. 

9  to  9}^  years 77. 

9j^to  lOyears 79. 

10  to  10}^  years - 81. 

10}^  to  11  years .._ _ 83. 

11  to  llj^  years... 86. 

llj^to  12years ._ 88. 

12  to  123^  years 90. 

12J^  to  13  years 92. 

13  to  13H  years 95. 

13H  to  14  years _ _. 97. 

14  to  14H  years 99. 

14Mto  15  years... _._ 102. 

15  to  15J^  years 104. 

15J^to  16  years 107. 

16  to  16Myears _.  110. 

16^  to  17  years - 112. 

17  to  171^  years 115. 

17H  to  18  years 118. 

18to  18Hyears 121. 

18J^  to  19  years _ 124. 

19  to  193^  years... 127. 

19K  to  20  years 130. 

20  to20J^years2. 134. 


.00 

100.00 

500.00 

,25 

102.  50 

512.  50 

,53 

105. 06 

525.  31 

,84 

107.  69 

538.  45 

19 

110.  38 

551.  91 

,57 

113. 14 

566.  70 

,98 

115.  97 

579.  86 

.43 

118. 87 

594.  34 

,92 

121.  84 

609.20 

,44 

124.89 

624.43 

,00 

128.01 

640.04 

,60 

131.  21 

656. 04 

,24 

134.  49 

672.  44 

93 

137. 85 

689.  26 

65 

141.  30 

706.  49 

42 

144.  83 

724. 15 

22 

148.  45 

742.  25 

08 

152. 16 

760.  81 

,98 

165.  97 

779. 83 

93 

159.  86 

799.  33 

93 

163.  86 

819.  31 

98 

167.  96 

839.  79 

08 

172. 16 

860.  79 

23 

176. 46 

882.  31 

44 

180.  87 

904.  36 

70 

185.  39 

926.  97 

02 

190. 03 

950. 15 

39 

194.  78 

973.  90 

82 

199.  65 

998.  25 

32 

204.64 

1, 023.  20 

88 

209.  76 

1, 048.  78 

50 

215.  00 

1, 075.  00 

19 

220.  38 

1, 101.  88 

94 

225.  88 

1, 129.  43 

77 

231.  53 

1, 157.  66 

66 

237.  32 

1, 186.  60 

63 

243.  25 

1, 216.  27 

67 

249.  34 

1, 246.  67 

78 

255.  57 

1, 277. 84 

98 

261. 96 

1,309.79 

25 

268.51 

1,342.63 

1, 000. 00 
1,025.00 
1,050.62 
1, 076.  89 
1, 103. 81 
1,131.41 
1,169.69 
1. 188.  69 
1, 218.  40 
1. 248.  86 
1, 280. 08 
1, 312.  09 
1, 344.  89 
1, 378.  61 
1,412.97 
1, 448.  30 
1,484.51 
1,521.62 
1,  559.  66 
1, 598.  65 
1, 638.  62 
1, 679.  58 
1,721.57 
1, 764.  61 
1, 808.  73 
1,853.94 
1, 900.  29 
1, 947.  80 

1,  996.  50 
2, 046.  41 
2. 097.  57 
2, 150.  01 

2,  203.  76 
2, 268. 85 
2, 315.  32 
2, 373.  21 
2, 432.  54 
2, 493.  35 
2,  555.  68 
2, 619.  57 
2, 686.  06 


'  Based  on  redemption  values  of  $1,000  bond. 

2  At  a  future  date  prior  to  Jan.  1, 1990  (20  years  after  issue  date  of  the  first  bonds)  this  table  will  be  extended 
to  show  redemption  values  for  periods  of  holding  of  20J^  years  and  beyond. 


Exhibit  7. — Fourth  Amendment,  May  20,  1970,  to  Department  Circular  No.  300, 
general  regulations  with  respect  to  United  States  securities 

TRE1A.SURY  Department, 
Washington,  May  20,  1970. 

Effective  June  1,  1970,  Section  306.25(b)  of  Department  of  the  Treasury  Cir- 
cular No.  300,  Third  Revision,  dated  December  23,  1964,  as  amended  (31  CFR 
Part  306) ,  is  further  amended  to  read  as  follows  : 

Sec.  306.25.  Presentation  and  surrender.  *  *  * 

(b)  "Overdue"  seourities.  If  a  bearer  security  or  a  registered  security  as- 
signed in  blank,  or  to  bearer,  or  so  assigned  as  to  become,  in  effect,  payable  to 
bearer,  is  presented  and  surrendered  for  redemption  after  it  has  become  overdue, 
the   Secretary  of  the  Treasury  may  require  satisfactory  proof  of  ownership. 
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(Form  PD  1071  may  be  used.)  A  security  shall  be  considered  to  be  overdue  after 
the  lapse  of  the  following  periods  of  time  from  its  face  maturity : 

(1)  One  month  for  securities  issued  for  a  term  of  one  year  or  less. 

(2)  Three  months  for  securities  issued  for  a  term  of  more  than  one  year  but 
not  in  excess  of  seven  years. 

(3)  Six  months  for  securities  issued  for  a  term  of  more  than  seven  years. 

John  K.  Carloctk, 
Fiscal  Assistant  Secretary  of  the  Treasury. 


Legislation 


Exhibit  8.— An  act  to  increase  the  public  debt  limit  set  forth  in  section  21  of  the 
Second  Liberty  Bond  Act 

[Public  Law  91-301,  91st  Congress,  H.R.  17802,  June  30,  1970] 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the       f^^^l'^  ^^^^ 
United  States  of  America  in  Congress  assembled.  That  the  first        increase, 
sentence  of  section  21  of  the  Second  Liberty  Bond  Act  (31  U.S.C.        83  Stat.  7. 
757b)  is  amended  by  striking  out  "$365,000,000,000"  and  inserting 
in  lieu  thereof  "$380,000,000,000". 

Sec.  2.  During  the  period  ending  on  June  30,  1971,  the  public       Temporary 
debt  limit  set  forth  in  the  first  sentence  of  section  21  of  the  " 

Second    Liberty    Bond   Act   shall   be   temporarily    increased    by 
$15,000,000,000. 

Sec.  3.  This  Act  shall  take  effect  on  July  1,  1970.  ^^^^ 

Approved  June  30,  1970. 


annual  in- 
crease. 


Effective 


Economic  and  Financial  Policy 

Exhibit  9.— Statement  by  Secretary  Kennedy,  February   19,   1970,  before   the 
Joint  Economic  Committee 

It  gives  me  great  pleasure  to  appear  again  before  your  distinguished  com- 
mittee. You  have  heard  testimony  earlier  this  week  from  the  Council  of  Economic 
Advisers,  the  Bureau  of  the  Budget,  and  the  Federal  Reserve.  There  is  no  need, 
therefore,  for  me  to  review  the  past  year's  developments  in  great  detail.  My  pre- 
pared statement  is  relatively  brief.  It  gives  my  own  general  appraisal  of  the 
current  situation  and  the  prospects  for  the  future.  Under  Secretary  Volcker  will 
follow  with  a  statement  pointed  more  specifically  to  international  matters.^ 

We  are  now  entering  a  crucial  period  in  the  domestic  economic  adjustment. 
There  are  multiplying  signs  that  the  policy  of  restraint  has  taken  hold.  But  final 
success  in  the  form  of  a  much  better  price  performance  is  yet  to  come.  Too  sharp 
a  turn  toward  expansion  could  cancel  the  progress  made  to  date.  Our  policies 
must  not  feed  a  resurgence  of  demand  or  of  inflationary  expectations. 

A  close  watch  must  be  .kept  on  this  adjustment  process.  There  are  risks  on  both 
sides,  and  we  must  remain  alert  to  them. 

Monetary  and  fiscal  restraint  have  successfully  moderated  the  growth  of  total 
spending.  Gross  national  product  in  current  prices  rose  at  a  rate  in  excess  of  9 
percent  in  1968.  By  mid-1969,  the  rate  was  down  to  7  percent.  In  the  final  quarter 
of  the  year,  total  spending  was  rising  at  only  a  4-percent  rate. 

We  begin  this  year  against  the  background  of  a  slower  pace  of  total  spending 
in  the  economy.  The  reduction  in  the  growth  of  total  spending  is  a  necessary  pre- 
condition for  the  control  of  inflation.  It  creates  an  economic  environment  within 
which  cost  and  price  increases  will  not  continually  feed  upon  themselves. 

There  can  be  little  doubt,  however,  that  inflationary  pressures  are  still  very 
strong.  Present  price  statistics  make  that  fact  uncomfortably  clear.  And,  the 
coming  calendar  of  wage  negotiations  may  keep  the  pressures  on  costs.  To  this 
point,  restraint  has  had  its  major  effect  upon  output.  A  further  period  of  com- 
parative stability  in  real  output — extending  perhaps  through  the  first  half  of 
the  year — is  to  be  expected.  During  the  course  of  the  year,  more  tangible  results 


1  See  exhibit  49. 
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on  the  price  front  should  appear.  But  this  relief  from  rising  prices  has  certainly 
been  slow  in  coming. 

We  must  still  work  our  way  through  a  period  this  year  in  which  increases  in 
gross  national  product  will,  to  a  considerable  extent,  reflect  higher  prices.  Then, 
as  the  rate  of  inflation  drops,  real  output  can  safely  resume  a  moderate  rise. 
Even  by  the  end  of  the  year,  however,  price  increases  may  make  up  as  much  as 
half  or  more  of  the  rise  in  the  value  of  national  output.  But,  if  all  goes  accord- 
ing to  our  expectations,  we  should  by  then  be  firmly  on  a  path  where  growth  in 
real  output  can  rise  toward  its  longer  range  potential  while  prices  move  toward 
stability. 

I  see  no  substitute  in  an  inflationary  situation,  for  working  to  restrain  total 
spending.  Detailed  intervention  into  the  wage-price  decisionmaking  process  was 
tried  but  abandoned  by  the  previous  Administration  as  the  economy  overheated. 
Nor  can  direct  controls  do  the  job  when  there  are  heavy  strains  on  labor  and 
product  markets.  There  is  no  quick  or  easy  cure  for  the  cost  imbalances  and 
distortions  that  follow  in  the  wake  of  inflation.  But  we  can  look  forward  this 
year  to  some  gradual  improvement. 

Last  year  the  productivity  gain  on  a  national  basis  was  well  below  normal  and 
productivity  may  actually  have  declined  a  bit  during  the  first  half  of  the  year. 
Money  wages,  on  the  other  hand,  rose  rapidly,  partly  in  response  to  the  rising  cost 
of  living.  The  combination  of  little  growth  in  productivity  and  a  strong  rise  in 
hourly  compensation  resulted  in  more  than  a  6-percent  increase  in  labor  costs 
per  unit  of  output.  Resumption  of  productivity  growth  would  i>ermit  a  much 
better  overall  record.  Gradually  a  better  balance  can  and  must  be  restored  be- 
tween productivity,  costs  and  prices.  This  better  balance  is  essential  for  our 
domestic  stability  and  our  international  competitive  position. 

In  its  essentials,  the  Administration's  economic  strategy  remains  unchanged. 
Maximum  reliance  will  be  placed  upon  the  established  stabilization  tools — fiscal 
and  monetary  policy.  In  the  long  run,  this  course  is  most  compatible  with  the 
maintenance  of  a  strong  free  enterprise  system. 

We  do  recognize  that  the  burden  of  restraint  can  fall  unevenly  and  cause  real 
hardship.  Therefore,  we  have  taken  steps  to  alleviate  some  effects  of  the  adjust- 
ment now  underway.  The  proposetl  manpower  training  act  will  forge  a  new  link 
between  manpower  programs  and  economic  conditions  by  linking  appropriations 
to  the  unemployment  rate.  Federal  agencies  have  pumped  large  sums  of  money 
into  housing  and  other  measures  are  under  consideration.  Social  security  bene- 
fits are  to  be  increa.sed  substantially.  Special  legislation  has  been  introduced  to 
liberalize  unemployment  benefits. 

Some  change  in  the  relative  contributions  of  fiscal  and  monetary  policy  may  be 
required.  In  this  respect,  this  year's  budget  planning  has  been  particularly  im- 
portant. Close  restraint  on  Federal  expenditures  was  essential  to  insure  the 
effectiveness  and  credibility  of  the  anti-inflationary  program.  After  rising  by  an 
average  13  percent  annually  during  the  past  5  years.  Federal  outlays  are  projected 
to  rise  by  only  about  11/2  percent  in  fiscal  1971.  Hard  decisions  have  been  made, 
and  they  are  reflected  in  the  current  budget. 

The  risk  of  a  destabilizing  shift  toward  fiscal  ease,  further  complicating  the 
already  diflBcult  task  of  the  monetary  authorities,  has  been  avoided,  for  now  at 
least.  When  there  is  a  need  for  some  modest  lifting  of  restraint,  there  is  a  strong 
case  for  its  coming  on  the  monetary  side,  which  has  been  stretched  so  tightly.  If, 
in  the  months  to  come,  the  economy  should  begin  to  slide  off  too  far,  a  degree  of 
fiscal  support  would,  of  course,  be  supplied  automatically  through  the  oiJeration 
of  the  so-called  built-in  stabilizers.  There  is  also  a  range  of  discretionary  steps 
which  could  be  taken  if  and  when  they  are  clearly  required. 

On  the  domestic  financial  side,  we  have  to  recognize  that,  directly  or  indirectly, 
some  of  the  programs  of  the  Federal  Government — whether  aimed  at  housing,  or 
public  facilities,  or  small  business — result  in  heavy  demands  on  the  credit  markets. 
This  will  remain  true  in  the  next  fiscal  year.  We  must  make  sure  that  these 
necessary  demands  are  not  further  increased  by  a  budget  deficit.  Fortunately,  the 
Treasury  is  not  currently  in  that  position. 

Private  demands  for  long-term  credit  continue  to  be  strong.  The  potential 
demand  for  mortgage  credit  far  exceeds  the  supply.  There  is  a  large  backlog  of 
State  and  local  borrowing  temporarily  postponed  during  the  period  of  rapidly 
rising  interest  rates  and,  in  some  cases,  reflecting  the  operation  of  legal  ceilings 
at  the  state  level  now  raised  or  removed.  All  told,  prospective  demands  on  the 
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capital  markets  are  not  likely  to  diminish,  although  some  shading  down  of  busi- 
ness requirements  might  be  expected  as  the  pace  of  economic  expansion  moderates. 

The  size  of  these  prospective  demands  suggests  that  we  may  have  to  live  with 
relatively  high  interest  rates  during  the  period  just  ahead.  But  some  beginnings 
of  an  easing  trend  are  appearing.  A  somewhat  lower  level  of  interest  rates  was, 
in  fact,  assumed  in  drawing  up  the  estimate  for  interest  on  the  public  debt  in 
fiscal  1971.  It  will  take  a  shift  away  from  inflationary  expectations — in  keeping 
with  the  underlying  realities  of  the  economic  situation — for  this  to  materialize 
and  to  bring  lasting  relief  from  high  interest  rates  and  credit  shortages. 

In  our  own  refunding  operations,  under  present  circumstances  and  at  current 
interest  rate  levels,  we  could  not  contemplate  any  massive  reshaping  of  the  debt 
structure.  But  the  existing  4*4  percent  interest  rate  ceiling  has  the  effect  of  con- 
fining the  Treasury  entirely  to  7-year  maturities  and  under.  This  has  contrib- 
uted in  recent  years  to  an  excessive  pileup  of  debt  at  the  shorter  end  of  the 
maturity  range,  a  trend  that  has  tended  to  aggravate  the  problems  associated 
with  disintermediation  and  made  us  excessively  vulnerable  to  higher  interest 
costs.  Our  debt  management  operations  could  be  harmonized  much  more  effec- 
tively with  general  economic  objectives  if  the  4^  percent  interest  rate  ceiling 
were  removed  or  further  modified. 

Despite  the  small  projected  reduction  in  Federal  debt  held  by  the  public  in 
1970  and  1971,  an  increase  in  the  debt  ceiling  will  be  required  by  the  end  of  this 
fiscal  year.  This  reflects  the  expansion  in  debt  obligations  held  by  the  trust  funds, 
as  well  as  the  need  to  accommodate  seasonal  swings  between  receipts  and 
expenditures.  A  decision  on  the  amount  of  the  increase  in  the  debt  ceiling  will 
not  be  made  until  we  see  the  actual  figures  on  budget  receipts  and  expenditures 
over  the  next  few  months.  I  might  add  that  the  current  congressional  ceiling  on 
budget  expenditures  tends  to  reduce  whatever  rationale  the  public  debt  ceiling 
may  have  had  in  the  past  as  a  deterrent  to  spending. 

A  year  ago  your  committee's  report  urged  that  a  longer-range  look  be  taken 
at  our  national  goals  and  priorities,  along  with  the  implications  in  terms  of  the 
Federal  fiscal  position.  Your  report  pointed  out  that,  "Too  often  public  policy 
has  been  formed  in  an  ad  hoc  fashion  because  of  an  absence  of  clearly  stated 
national  objectives  and  priorities."  A  forward  look  has  been  taken  in  both  the 
Economic  Report  and  the  Budget.  Broad  projections  are  made  for  the  economy 
and  the  budget  out  to  1975.  This  implements  another  of  the  recommendations  of 
the  1967  Presidential  Commission  on  Budget  Concepts  of  which  I  had  the  honor 
to  be  chairman.  Quite  aside  from  any  feelings  of  i)ersonal  satisfaction,  the  pro- 
vision of  these  forward  estimates  seems  useful  and  long  overdue. 

In  and  of  themselves,  the  projections  cannot  do  much  to  insure  that  better 
decisions  are  made.  And  the  specific  arithmetic  is  open  to  revision  and  modifica- 
tion. But  such  estimates  do  provide  a  more  informed  and  objective  basis  for 
discussion  of  our  national  priorities  and  goals.  Too  often  in  the  past  we  have 
stumbled  into  the  future  without  a  clear  idea  of  where  we  were  going  or  how 
much  it  would  cost  over  a  period  of  time.  Now  at  least  we  have  made  a  begin- 
ning toward  a  more  rational  appraisal  of  future  prospects. 

The  clear  lesson  that  emerges  from  the  5-year  forward  projections  is  the  very 
limited  degree  of  fiscal  freedom  that  is,  in  fact,  available.  On  the  basis  of  present 
estimates,  there  is  little,  if  any,  margin  available  in  fiscal  1972  for  new  Federal 
budgetary  programs.  And  even  by  1975,  when  new  initiatives  of  about  1  percent 
of  GNP  might  be  accommodated,  the  overwhelming  impression  is  the  lack  of 
budgetary  resources  relative  to  potential  claims.  While  the  present  period  of 
Federal  expenditure  restraint  is  a  particularly  diflicult  one,  there  will  be  a  con- 
tinuing need  for  eflicient  direction  and  control  of  Federal  expenditures. 

There  is  also  a  need  to  make  a  comprehens^ive  forward  looking  appraisal  of 
our  financial  structure  and  its  regulation.  The  past  decade  brought  profound 
changes  and  created  new  problems.  As  we  look  forward  in  this  decade,  the 
volume  of  potential  demand  for  savings  is  impressive.  It  will  be  increasingly 
important  to  insure  that  our  financial  structure  can  adapt  flexibly  and  efficiently. 
Therefore,  the  President  will  shortly  be  appointing  a  commission  of  distin- 
guished citizens  to  study  these  matters. 

As  Mr.  Volcker  will  review  more  fully,  our  balance-of -payments  position  con- 
tinues to  be  a  cause  for  concern.  On  the  other  hand,  the  strength  of  the  dollar 
abroad,  despite  our  large  balance-of-payments  deficit  on  the  liquidity  basis,  has 
been  well  maintained.  On  the  official  settlements  basis,  we  actually  ran  a  large 
surplus  last  year — the  largest  in  many  years.  But  this  reflected  some  temporary 
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factors  and  a  degree  of  monetary  tightness  here  that  we  would  not  expect  to 
continue  indefinitely. 

While  some  improvement  has  recently  been  registered,  our  trade  balance 
remains  far  too  small.  Over  the  longer  run,  we  must  restore  a  much  stronger 
current  account  position  if  we  are  to  reach  a  satisfactory  payments  equilibrium. 
This  requires  the  early  establishment  of  a  reasonable  degree  of  cost-price  sta- 
bility in  this  country — the  same  stability  which  our  domestic  situation  requires. 

But  elimination  of  domestic  inflation  is  not  all  we  need  to  do  to  strengthen  our 
balance-of-payments  position.  We  are  seeking  a  more  equitable  distribution  of 
the  burden  of  mutual  defense  expenditures.  We  are  seeking  the  reduction  abroad 
of  nontariff  barriers  which  shut  out  many  U.S.  exports.  We  are  trying  to  heighten 
the  export  consciousness  of  our  business  community,  and  to  back  their  efforts 
with  adequate  export  credit.  And  we  are  investigating  tax  avenues  which  might 
help  equalize  our  competitive  position  relative  to  exports  from  other  countries. 

This  past  year  has  seen  progress  toward  relieving  the  domestic  economy  and 
the  balance  of  payments  from  inflationary  strains  and  distortions.  Certainly 
that  progress  is  incomplete,  and  some  diflScult  times  may  still  be  ahead.  But  we 
are  moving  in  the  right  direction  and  using  the  correct  policy  tools,  in  my  opinion. 
The  task  this  year  will  be  to  keep  the  economy  moving  at  a  moderate  pace  while 
the  current  inflation  is  brought  more  securely  under  control.  This  will  provide 
the  essential  foundation  for  a  gradual  resumption  of  growth  along  a  noninfla- 
tionary  path  in  the  years  ahead. 


Exhibit  10.— Remarks  by  Assistant  Secretary  Weidenbaum,  March  13, 1970,  before 
the  National  Planning  Association,  Washington,  D.C.,  on  the  post  Vietnam 
economy 

An  analysis  of  the  impacts  on  the  United  States  of  achieving  peace  in  Vietnam 
needs  to  be  made  in  the  context  of  the  economic  environment  in  which  these 
events  will  occur.  It  is  useful  to  distinguish  between  the  short-term  economic 
outlook  and  the  prospects  for  the  longer  term. 

The  short  term  outlook 

In  the  period  immediately  ahead — 1970  and  1971 — the  American  economy  will 
be  undergoing  an  adjustment.  As  we  all  know,  the  substantial  inflationary  pres- 
sures which  developed  during  the  Vietnam  buildup  were  accentuated  by  large 
Federal  budget  deficits  and  a  liberal  monetary  policy.  For  more  than  a  year 
now,  the  Federal  Government  has  pursued  a  policy  of  economic  restraint,  designed 
to  dampen  the  inflation  and  to  do  so  without  precipitating  a  major  downturn  in 
the  economy  as  a  whole. 

The  means  for  pursuing  this  anti-inflationary  effort  have  been  primarily  to 
operate  the  Federal  Government  at  a  modest  surplus  and  to  reduce  the  growth 
of  the  money  supply.  The  results  thus  far  are  mainly  a  clear  glowing  down  of 
w^hat  was  an  overheated  economy.  Inflation  is  continuing,  but  not  at  the  accel- 
erating rate  that  characterized  earlier  periods.  It  is  our  expectation  that  the 
rate  of  inflation  will  decline  measurably  in  the  coming  year  and  that  this  will 
set  the  stage  for  the  subsequent  real  and  sustainable  growth  in  production, 
employment  and  living  standards. 

But  in  the  short  run,  the  proper  national  economic  policy  still  is  one  of  re- 
sponsible restraint.  Hence,  reductions  in  military  demand  resulting  from  winding 
down  the  Vietnam  War  will,  in  addition  to  obvious  social  benefits,  reinforce  our 
economic  capabilities.  The  lessened  U.S.  participation  in  Vietnam  will  tend  both 
to  reduce  the  Government's  demand  for  military  goods  and  services  and,  as 
servicemen  are  returned  to  civilian  life,  to  increase  the  labor  force  available  to 
produce  goods  and  services  for  nonmilitary  purposes.  To  some  extent,  the  pres- 
sures on  our  balance  of  international  payments  will  diminish  as  the  scope  of  U.S. 
activities  in  Southeast  Asia  is  reduced. 

Projections  of  the  American  economy  for  the  calendar  year  1970  show  that 
the  Federal  Government's  own  purchases  of  goods  and  services  are  being  cut 
back  substantially  and  that  new  housing  construction  is  expected  to  continue  to 
feel  the  effects  of  a  fairly  tight  monetary  policy.  In  contrast,  the  other  sectors 
of  the  economy  are  projected  to  grow  in  real  terms  but  at  a  much  slower  rate 
than  in  recent  years. 
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The  longer  term  outlook 

As  we  look  beyond  1970,  to  the  middle  of  the  decade  of  the  1970's,  we  get  a 
better  picture  of  what  a  nonwar  economy  may  look  like.  The  following  analysis 
of  longer  term  trends  in  the  American  economy  in  a  more  peacetime  environment 
is  based  on  a  joint  research  effort  by  the  economic  staffs  of  the  Bureau  of  the 
Budget,  the  Council  of  Economic  Advisers,  and  the  Department  of  the  Treasury 
(see  Table  I).  The  analysis  assumes  a  fiscal  posture  of  present  tax  laws  and 
present  nondefense  Federal  Government  programs. 

Clearly,  after  Vietnam,  a  larger  proportion  of  our  resources  is  likely  to  be 
devoted  to  civilian  purposes,  and  particularly  through  the  private  sector.  By 
1975  Government  purchases  are  estimated  to  take  only  19  percent  of  the  national 
output — down  from  the  23  percent  in  1969.  I  would  like  to  examine  briefly  the 
prospects  for  each  major  sector  of  our  economy. 

The  consumer  sector 

Total  personal  consumption  expenditures  are  estimated  to  rise  from  $576 
billion  in  1969  to  $777  billion  in  1975,  in  terms  of  dollars  of  1969  purchasing 
power.  This  does  not  mean  that  we  do  not  expect  any  increases  at  all  in  the 
general  price  level.  Rather,  this  analysis  will  be  focusing  on  real  rather  than 
merely  financial  changes  in  the  American  economy. 

The  total  income  of  individuals  is  anticipated  to  grow  substantially  between 
now  and  1975.  This  will  result  from  the  rising  employment  necessary  to  produce 
the  national  output  and,  in  turn,  will  make  possible  very  significant  increases 
in  the  average  standard  of  living  of  the  American  consumer. 

It  is  also  assumed  that,  on  the  average,  individuals  will  save  6%  percent  of 
their  aftertax  incomes  and  spend  the  remainder  on  (1)  automobiles,  home  fur- 
nishings, and  other  durable  goods;  (2)  food,  clothing,  and  other  nondurable  com- 
modities; and  (3)  recreation,  medical  care,  housing,  and  numerous  other  services. 
The  total  impact  of  all  consumer  spending  should  raise  the  personal  consumption 
share  of  our  total  national  output  from  about  62  percent  in  1969  to  65  percent 
in  1975.  This  move  is  what  would  be  expected  in  a  nonwar  environment.  To  be 
sure,  one  percentage  point  or  so  may  not  sound  like  very  much,  but — in  a  trillion 
dollar  economy  1  percent  means  an  extra  $10  billion  a  year.  Incidentally,  we 
soon  will  begin  talking  about  trillions  as  well  as  billions  when  discussing  the 
American  economy.  I  suspect  that  we  may  reach  the  trillion  dollar  rate  for  GNP 
later  this  year. 

Housing 

For  a  number  of  reasons,  the  number  of  new  housing  starts  is  likely  to  rise 
considerably  in  the  early  1970's.  There  is  likely  to  be  a  very  substantial  increase 
in  the  rate  of  family  formation  in  the  next  5  years.  Also,  a  backlog  of  need  has 
been  created  by  the  housing  declines  in  1966  and  1969-70,  by  the  rate  of  demoli- 
tion and  obsolescence,  and  because  of  the  increased  demand  for  housing  gen- 
erated by  new  families.  The  housing  share  of  GNP,  a  rather  low  3  percent  in 
1970,  should  rise  to  a  more  normal  4  percent  by  the  mid-1970's. 

In  the  Housing  and  Urban  Development  Act  of  1968,  the  Congress  stated  a 
goal  of  26  million  new  housing  units  to  be  built  during  the  10-year  period  ending 

Table  I. — Distribution  of  GNP,  1969  and  1975 
[Dollar  amounts  in  billions  of  1969  dollars] 

1969  1975 

Category 


Personal  consumption  expenditures - - 

Housing  construction 

Business  investment 

Federal  Government  purchases 

State  and  local  government  purchases 

Total 932  100  1,200  100 

Note. — These  estimates  contain  no  allowance  for  increases  above  the  1969  level  of  prices.  The  figures 
are  based  on  the  "Economic  Report"  for  1970  with  adjustments  to  equate  total  claims  on  output  with  total 
resources  available. 


Amount 

Percent 

Amount 

Percent 

$576 

62 

$777 

65 

32 

3 

49 

4 

109 

12 

144 

12 

102 

11 

87 

7 

113 

12 

143 

12 
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June  1978.  In  order  to  achieve  that  goal,  about  2*^  million  new  homes  would  be 
built  each  year  during  the  1975  time  period.  On  that  basis,  expenditures  for  new 
residential  construction  will  rise  from  $32  billion  in  1969  to  $49  billion  in  1975. 

Business  investment 

Large  amounts  of  investment  in  new  plant,  equipment,  and  inventories  will 
be  necessary  just  to  produce  the  GNP  we  are  projecting.  About  11  percent  to  12 
percent  of  the  GNP  will  have  to  be  invested  each  year  in  new  capital  stock  in 
order  to  maintain  reasonable  capital-output  ratios.  In  addition,  inventory 
investment  and  net  exports  are  projected  to  grow  roughly  in  line  with  the  gross 
national  product  between  1969  and  1975.  This  would  maintain  an  approximateily 
constant  ratio  of  inventory  to  final  sales.  Net  exports  are  expected  to  rise  from 
the  1969  low  as  the  U.S.  trade  position  improves. 

All  these  forms  of  business  investment,  taken  as  a  whole,  are  projected  to  ex- 
pand from  the  1969  level  of  $109  billion  to  $144  billion  in  1975. 

Federal  Government  purchases 

As  the  Nation  returns  to  a  more  peacetime  situation,  Federal  purchases  of 
goods  and  services  (the  great  bulk  of  which  is  devoted  to  national  defense)  are 
expected  to  decline  significantly  between  1969  and  1975,  falling  from  $102  billion 
to  $87  billion.  A  large  defense  effort,  of  course,  will  most  likely  need  to  be  main- 
tained in  order  to  meet  the  continuing  requirements  of  protecting  the  national 
security. 

In  contrast,  however,  proportionally  small  amounts  of  Federal  civilian  ex- 
penditures are  devoted  to  direct  purchases.  Rather,  civilian  agency  budgets 
mainly  take  the  form  of  transfer  payments  to  individuals  (such  as  social 
security),  grants-in-aid  to  State  and  local  governments,  and  interest  payments. 
These  show  up  directly  or  indirectly  in  the  GNP  subsequently  as  consumer 
expenditures  or  business  investment  or  state  and  local  purchases,  as  the  ultimate 
recipients  of  the  Federal  funds  respend  them.  Hence,  the  direct  importance  of 
the  Federal  Government  in  the  American  economy,  when  we  look  at  its  role  as 
a  direct  user  of  resources,  is  likely  to  decline  substantially  between  1970  and 
1975. 

A1.1  of  the  likely  future  increases  in  Federal  spending  probably  will  occur  in 
these  other  categories  (see -table  II) — income  transfer  payments,  grants-in-aid, 
subsidies,  etc.  Transfer  payments  will  be  rising  sharply  from  $56  billion  in  1970 
to  $75  billion  in  1975.  This  movement  will  be  due  to  expanded  coverage  and 
population,  as  more  people  receive  checks  for  social  security,  disability  insurance, 
and  so  forth.  Part  of  the  growth  will  also  come  about  from  higher  real  benefits. 
Much  of  the  increase  in  grants — from  $22  billion  in  1970  to  $27  billion  in  1975 — 
will  come  in  essentially  open-ended  programs,  such  as  medicare,  in  which  the 
Federal  Government  must  provide  matching  funds  if  the  States  choose  to  spend 
money  for  the  designated  activities. 

These  figures  include  the  new  initiatives  already  recommended  by  President 
Nixon  (such  as  the  family  assistance  program  and  revenue  sharing  with  State 

Table  II. — Projections  of  Federal  expenditures,  1970-76 
[In  billions  of  1969  dollars.  National  income  accounts  basis] 

Category  1970       1971        1972       1973       1974       1976 

Existing  programs: 

Purchases 92  88 

Transfer  payments 56  59 

Grants-in-aid 22  22 

Other__ 19  16 

Total  existing  programs. 

New  initiatives: 

Purchases... 

Transfer  payments 

Grants-in-aid 

Total  new  initiatives. 

Total  Federal  expenditures 189         192         196         200         204  206 
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87 

86 

85 

84 

62 

65 

68 

70 

22 

23 

23 

24 

15 

14 

14 

14 

188 

186 

186 

188 

190 

191 

1 

1 
3 

2 

1 
6 
3 

1 
6 
5 

2 
5 
6 

2 

5 

7 

1 

6 

10 

12 

14 

16 

284   1970  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

and  local  governments).  Outlays  for  these  new  programs  are  estimated  to  rise 
substantially  as  they  are  put  into  effect,  to  $15  billion  in  1975. 

However,  the  addition  of  still  other  new  programs  in  the  years  ahead  would 
resiult  in  the  relatively  tight  budgetary  situation  that  we  are  currently 
experiencing. 

State  and  local  government  purchases 

Purchases  of  goods  and  services  by  State  and  local  govemmentis  are  projected 
to  grow  with  the  GNP,  population,  and  Federal  grants-in-aid.  Of  the  $30  billion 
increase  in  State  and  local  purchases — from  $113  billion  in  1969  to  $143  billion  in 
1975 — only  about  $10  billion  will  be  due  to  population  increases.  This  wiU  leave 
an  anticipated  increase  of  approximately  $20  billion  over  aud  above  the  cost  of 
providing  State  and  local  services  at  the  present  per  capita  level.  This  will  permit 
an  average  annual  increase  of  2.8  percent  in  the  real  per  capita  quantity  of  the 
services  provided  by  this  category  of  State  and  local  spending. 

Gross  national  product 

The  GNP  of  the  United  States  is  projected  to  rise  more  than  4  percent  each 
year  during  the  posit-Vietnam  time  period,  reaching  a  totaj.  of  $1.2  trillion  in 
1975,  in  terms  of  1969  prices.  The  figure  would  be  about  $1.4  trillion  if  we  allow 
for  price  changes.  Productivity  (output  per  man-hour)  is  estimated  to  grow 
about  2.8  percent  a  year,  on  the  average.  The.se  calculations,  when  viewed  in 
conjunction  with  reasonable  forecasts  of  population  and  the  labor  force,  yield 
an  employment  rate  of  over  96  percent  of  the  civilian  labor  force  and  a  rising 
real  living  standard  for  the  average  American  worker  and  his  family. 

Like  any  set  of  long  tenn  economic  estimates,  these  projections  are  illustrative ; 
they  are  not  meant  to  be  precise  forecasts.  Rather,  they  indicate  reasonable  orders 
of  magnitude  and  interrelationships  for  the  period  following  the  achievement  of 
peace  in  Vietnam.  Changes  in  public  policy — as  well  as  future  private  actions — 
could  substantially  alter  the  size  and  the  composition  of  the  GNP  in  future 
years.  Yet,  such  statistical  analyses  are  useful  in  demonstrating  how  the  Ameri- 
can economy  can  quite  successfully  adjust  to  a  peacetime  environment. 

Most  public  and  private  studies  of  the  relationship  between  military  spending 
and  the  American  economy  reach  two  common  conclusions: 

(1)  The  United  States  can  afford  to  maintain  within  reasonable  limits  the 
level  of  defense  spending  that  is  required  for  the  national  security,  and 

(2)  The  economy  is  not  dependent  on  military  demand  in  order  to  maintain 
prosperity.  Rather,  the  long  term  level  of  income  and  output  is  likely  to  be 
higher  in  a  more  civilian-oriented  economy  because  of  additions  to  the  civilian 
labor  force  and  higher  productivity  of  civilian  activities. 

A  iSnal  note 

As  a  Nation,  we  will  have  very  considerable  discretion  over  the  use  of  the 
tremendous  amount  of  resources  that  will  be  available  to  us  during  the  years 
fallowing  the  end  of  the  Vietnam  War.  These  resources,  in  effect,  will  also  come 
with  a  challenge — that  we  use  them  wisely.  If  we  do  not,  we  may  find  that  eco- 
nomic growth,  rather  than  being  translated  into  improved  well-being,  may  be 
devoted  increasingly  merely  to  ameliorating  continuing  physical  and  social  ills. 
This  mlay  be  the  essence  of  our  concern  to  shift  national  priorities — to  make  the 
necessary  investments  now  in  improving  the  quality  of  our  physical  and  social 
environment  to  permit  real  improvement  in  our  national  welfare  in  the  years  to 
come.  Perhaps  this  will  be  a  case  where  abstinence  makes  the  heart  grow  fonder. 


Exhibit  11. — Remarks  by  Assistant  Secretary  Weidenbaum,  March  24, 1970,  before 
the  American  Bankers  Association,  National  Installment  Credit  Conference, 
Chicago,  Illinois,  on  consumer  spending,  credit,  and  taxes 

I  would  like  to  provide  some  economic  perspective  to  the  subject  of  consumer 
spending  and  credit,  which  is  the  important  concern  of  this  conference.  It  is  a 
particular  pleasure  to  have  the  opportunity  to  discuss  some  aspects  of  fiscal 
policy  here  in  Chicago. 

In  this  presentation,  I  would  like  to  cover  both  long  term  and  short  term 
aspects  of  the  outlook  for  the  consumer  sector.  There  are  some  differences  in 
these  prospects. 
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Longer  term  trends:  taxes  and  income 

Some  of  the  good  news  first.  In  the  longer  term,  we  as  a  Nation  are  taking  im- 
portant actions  which  will  tend  to  expand  the  consumer  segment  of  the  American 
economy.  This  is  part  and  parcel  of  the  shift  that  we  are  trying  to  accomplish  to 
a  less  governmental  and  to  a  more  private  sector  orientation  in  our  economy. 

I  would  like  to  offer  just  a  few  numbers  for  purposes  of  illustration.  Last  year 
consumer  spending  accounted  for  62  percent  of  the  gross  national  product.  This 
year  it  may  rise  to  63  percent.  By  1975,  perhaps  64  percent  of  the  GNP  will  be 
devoted  to  personal  consumption  expenditures. 

One  percent  may  not  sound  like  much.  However,  in  an  economy  which  is  likely 
to  reach  a  trillion  dollar  rate  later  this  year,  it  means  about  $10  billion  more 
sales  to  consumers  in  a  12-month  period.  In  absolute  terms,  the  magnitudes  are 
quite  striking — personal  consumption  expenditures  may  rise  from  $576  billion 
in  1969  to  $900  billion  in  1975. 

In  part,  of  course,  this  shift  in  favor  of  the  consumer  is  coming  about  as  a 
result  of  the  substantial  cutbacks  in  Federal  Government  purchases,  particu- 
larly for  military  and  space  programs.  More  fundamentally,  however,  consumer 
purchasing  power  is  being  bolstered  through  tax  relief  and  reform,  as  well  as 
economic  growth.  The  comprehensive  tax  bill  enacted  by  the  Congress  late  in 
1969  contained  many  important  changes  in  specific  tax  provisions,  ranging  from 
less  generous  oil  depletion  allowances  to  tightening  the  treatment  of  capital 
gains.  On  balance,  however,  the  Act  provided  for  a  schedule  of  substantial  tax 
reductions  for  individuals. 

In  the  fiscal  year  1971,  individuals  (in  contrast  to  corporations  whose  overall 
tax  requirements  were  increased)  will  be  paying  about  $2.3  billion  less  Federal 
income  tax  than  they  would  have  if  the  law  had  not  been  passed.  With  a  reason- 
able pattern  of  economic  growth,  the  tax  savings  for  individuals  could  rise  to 
$6  billion  in  fiscal  1972  and  to  over  $12  billion  in  the  fiscal  year  1975. 

As  you  may  know,  there  has  been  some  question  as  to  the  effect  of  changes  in 
taxation  on  the  economy  as  a  whole  and  on  the  pattern  of  consumer  spending 
and  saving,  specifically.  Of  course,  tax  changes  are  just  one  item  in  a  very  com- 
plicated economy  ;  and,  therefore,  it  is  not  easy  to  identify  separately  the  changes 
in  economic  activity  that  they  may  induce. 

Nevertheless,  a  careful  analysis  of  the  experience  in  the  United  States  in  recent 
years  shows  that  changes  in  taxation  have  a  visible  impact  on  the  allocation  of 
personal  income  among  consumption,  taxation,  and  saving.  Available  data  show 
that  increases  in  income  taxes,  temporary  or  permanent,  tend  as  would  be  ex- 
pected, to  depress  both  personal  consumption  expenditures  and  personal  saving. 

The  precise  proportions,  of  course,  may  vary  according  to  many  factors,  in- 
cluding consumer  expectations  concerning  the  future.  Hence,  the  repercussions 
may  be  more  modest  than  had  been  expected,  at  least  by  some  analysts,  but  the 
results  seem  quite  clear.  A  complicating  consideration  in  analyzing  the  reper- 
cussions may  be  the  swamping  of  effects  from  tax  changes  because  other  factors 
were  oi>erating.  This  does  not  mean  that  the  tax  changes,  per  se,  were  not  effec- 
tive :  they  may  merely  be  hidden  under  the  surface  of  more  dramatic  events. 

For  example,  consumer  spending  averaged  78.2  percent  of  personal  income  in 
the  18  months  before  the  Federal  income  tax  surcharge  was  enacted  in  July  1968, 
and  77.4  percent  in  the  18  months  after  that  tax  increase  became  effective  (see 
table  I).  If  we  make  what  often  is  the  heroic  assumption  that  all  other  factors 
were  held  constant,  it  would  appear  that  the  10-percent  surcharge  caused  the  pro- 
portion of  personal  income  which  was  devoted  to  consumption  to  decline  by 
eight-tenths  of  1  percentage  point.  Similarly,  the  proportion  of  income  saved 
dropped  by  1.3  percentage  points. 

A  somewhat  more  sophisticated  analysis  would  make  some  allowance  for  the 
lags  that  may  occur  between  (1)  the  time  that  personal  income  is  changed  and 
(2)  a  shift  in  consumer  sx)ending  patterns  is  evident.  The  authoritative  study  at 
the  University  of  Michigan  by  George  Katona  and  Eva  Mueller  of  the  1964  tax 
legislation  revealed  a  lag  between  tax  action  and  personal  spending  of  perhaps 
6  months  or  more.  For  purposes  of  illustration,  let  us  assimie  a  more  modest  3- 
month  lag. 

Hence,  let  us  analyze  the  relationship  between  consumer  spending  and  saving 
in  a  given  quarter  of  a  year  and  the  income  received  in  the  preceding  quar- 
ter. On  that  basis,  the  imposition  of  the  income  tax  surcharge  was  followed 
by  a  drop  of  1.2  percentage  points  in  the  proportion  of  personal  income  devoted 


286 


19  70  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 


Table  I. — Relationships  of  personal  income,  personal  consumption  expenditures 

and  personal  saving 

[Percentage  distributions] 


Period 


With  immediate  tax  impact 


With  lagged  tax  impact 


Consumption        Saving  as        Consumption       Savings  in 
as  percent  of         percent  of       in  next  quarter     next  quarter 
current  income  current  income    as  percent  of      as  percent  of 
current  income  current  income 


1967 

January-March 

April- June 

July-September 

October-December 

1968 

January-March 

April-June --. 

Passage  of  income  tax  surcharge 

1968 

July-September. 

October-December 

1969 

January-March , 

April-June 

July-September 

October-December 


78.2 
78.7 
78.1 
77.8 

6.5 
6.1 

6.4 

6.7 

79.7 
79.7 
80.6 

6.5 
6.8 
6.2 

78.4 
78.0 

6.0 
6.2 

79.8 
80.1 

6.4 
4.9 

78.3 

77.4 

4.8 
5.3 

79.1 
79.0 

6.5 
4.6 

77.6 
77.4 
76.6 
76.8 

4.5 
4.5 
5.7 
5.4 

79.1 
78.3 
77.9 

4.6 
5.8 
5.5 

Note. — Saving  is  exclusive  of  personal  interest  and  transfer  payments  used  in  the  national  income 
accounts. 


to  personal  consumption  exjjenditures  and  a  decline  of  1  percentage  point  in 
the  savings  ratio  for  the  time  periods  under  study.  As  I  pointed  out  earlier,  in 
an  economy  the  size  of  our  own,  a  1  percentage  point  shift  is  quite  striliing  when 
we  translate  it  into  dollars. 

We  need  to  bear  in  mind  that  this  type  of  analysis  does  not  take  account  of  the 
effects  that  tax-induced  changes  in  consumer  spending  and  saving  have  on 
business  investment.  Presumably,  as  a  result  of  an  income  tax  increase,  the 
resultant  decline  in  consumer  saving  would  mean  less  funds  available  for  pri- 
vate investment.  However,  the  simultaneous  expansion  of  governmental  rev- 
enues— and  the  resultant  reduction  in  the  Government's  budget  deficit  or  rise  in 
the  surplus — would  augment  the  total  pool  of  saving  available  for  investment. 
Thus,  it  is  not  obvious  what  is  the  net  impact  of  personal  income  tax  changes 
on  investment,  although  these  two  factors  may  tend  to  offset  each  other,  at  least 
in  part. 

Although  our  recent  experience  tends  to  demonstrate  that  a  personal  in- 
come tax  increase,  even  a  temporary  one,  may  have  some  significant  dampening 
effect  both  on  consumer  spending  and  saving,  a  more  definitive  conclusion  will 
have  to  await  the  results  of  more  detailed  studies.  Such  studies,  of  course,  would 
have  to  take  proper  account  of  accompanying  changes  in  monetary  policy  and 
flows  of  funds  to  the  various  sectors. 

I  do  believe  that  it  is  useful  for  professional  economists  to  study  these  ques- 
tions in  the  present  environment,  rather  than  in  a  period  when  actual  changes  in 
tax  rates  are  being  considered. 

Shorter  term  trends:  the  economic  outlook 

Having  examined  both  future  economic  prospects  in  the  longer  run  as  well 
as  some  past  history,  it  may  be  appropriate  for  us  now  to  turn  to  the  present. 

I  think  that  it  is  safe  to  say  that  1970  is  not  likely  to  be  a  vintage  year.  It 
clearly  is  going  to  be  a  year  of  transition.  The  American  economy  is  going 
through  a  period  of  adjustment — from  an  overheated  economy  which  was  char- 
acterized by  substantial  inflationary  pressures  built  up  for  5  years  to  an  eco- 
nomic environment  which  is  returning  to  a  more  sustainable  pace  of  growth. 

It  is  quite  natural  that  at  such  a  time  we  should  encounter  what  may  be 
called  the  pains  of  decompression  or  reentry.  Industrial  production  has  declined 
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in  the  last  several  months,  and  the  unemployment  rate  has  risen.  In  a  sense, 
these  developments  are  the  perhaps  inevitable  side  effects  accompanying  the 
necessary  efforts  to  reduce  what  has  been  a  most  substantial  inflation. 

The  President's  recent  message  on  construction  makes  it  quite  clear  that  the 
Administration  is  taking  great  care  to  accomplish  this  change  in  the  economic 
environment  without  tipping  the  balance  too  far  in  one  direction  or  another. 

iWith  the  continued  use  of  a  proi)er  combination  of  monetary  and  fiscal  meas- 
ures, we  should  be  able  to  achieve  that  reduction  in  the  rate  of  inflation  which 
will  set  the  stage  for  the  subsequent  expansion  of  real  output,  employment,  and 
living  standards  which  is  our  fundamental  economic  objective.  Thus,  the  eco- 
nomic medicine  that  we  have  been  taking  should  yield  many  vintage  years  later 
in  the  decade  of  the  1970's. 

Credit  controls 

I  have  been  asked  to  discuss  the  subject  of  consumer  credit  controls.  I  am 
pleased  to  do  so,  although  I  am  not  sure  that  I  will  be  adding  anything  to  what 
other  Administration  spokesmen  already  have  said.  We  are  trying  to  avoid  tak- 
ing a  doctrinaire  attitude  toward  such  questions  of  economic  policy  as  the  proper 
measures  at  any  point  in  time  which  are  necessary  in  order  to  achieve  a  desired 
degree  of  monetary  or  credit  availability. 

It  does  appear,  at  the  present  time,  that  there  is  no  especial  need  for  additional 
restraints  on  consumer  credit,  either  of  the  compulsory  or  voluntary  variety. 
Total  retail  sales  have  been  holding  quite  steady  for  the  past  several  months. 
In  physical  volume  terms,  a  slight  decline  may  have  occurred  recently. 

Certainly,  when  we  look  at  consumer  credit  itself,  a  slowing  down  pattern  is 
clearly  in  evidence.  The  expansion  in  total  consumer  credit  reached  a  peak  annual 
rate  of  over  $13  billion  in  the  July-September  quarter  of  1968.  Subsequent  ex- 
pansions generally  have  been  at  a  slower  pace.  By  the  end  of  196S),  the  annual 
rate  of  growth  in  outstanding  consumer  credit  was  down  to  $7ii/^  billion.  The 
growth  in  consumer  credit  in  January  of  this  year  was  the  smallest  since  De- 
cember 1967 — an  annual  rate  of  about  $7  billion. 

A  similar  cooling  down  pattern  is  visible  when  we  examine  the  more  specific 
category  of  installment  credit.  From  a  peak  growth  rate  of  $10  billion  in  the 
second  half  of  1968,  net  new  extensions  were  running  at  a  $7  billion  yearly  rate  by 
late  1969.  The  January  figure  indicated  an  annual  rate  of  about  $4%  billion. 

These  trends  in  consumer  indebtedness  would  hardly  seem  to  constitute  press- 
ing reasons  for  beginning  a  new  program  of  consumer  credit  controls  at  the 
present  time.  Of  course,  we  will  continue  to  watch  closely  this  as  well  as  other 
sectors  of  the  American  economy.  A  continuing  and  openminded  examination  of 
economic  trends  and  developments  is  necessary  in  order  to  assure  that  our  poli- 
cies are  as  consistent  as  is  reasonably  possible  with  the  changing  needs  of  the 
economy. 

Exhibit  12. — Remarks  by  Assistant  Secretary  Weidenbaum,  April  16,  1970,  before 
the  National  Association  of  Business  Economists,  Cleveland,  Ohio,  on  Govern- 
ment, investment,  and  economic  growth 

I  am  going  to  try  to  cover  some  substantial  amount  of  terrain  today,  ranging 
from  how  to  avoid  a  new  tradeoff  between  environmental  improvement  and 
inflation  to  the  frequently  overlooked  role  of  Government  as  a  direct  investor 
in  capital  goods. 

I  propose  a  single  analytical  framework  to  bring  together  these  seemingly 
diverse  considerations.  Thus,  I  will  be  discussing  the  various  alternative  methods 
whereby  the  Federal  Government  can  influence  the  level  and  composition  of 
investment  and,  hence,  of  economic  growth. 

In  a  simple  causal  relationship,  investment  may  be  looked  upon  as  the  means 
and  economic  growth  as  the  end.  However,  if  we  step  back  and  look  at  the 
whole  process  with  a  bit  for  perspective,  we  are  likely  to  find  that  economic 
growth  itself  is  an  intermediate  goal  or  at  best  a  proxy  for  a  broader  concept  of 
general  welfare.  Certainly,  it  has  been  brought  home  to  us  quite  strikingly  that 
increases  in  the  GNP  which  yield  corresponding  additions  to  environmental 
pollution  may  not  truly  represent  increases  in  welfare — compared  to  so  rearrang- 
ing our  activities  as  to  avoid  the  creation  of  pollution. 

In  any  event,  the  conditions  conducive  to  that  rate  of  economic  growth  which 
could  yield  the  resources  permitting  real  improvements  in  welfare  are  manifold. 
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These  conditions  may  include,  in  addition  to  capital  investment  itself,  the  social 
climate  of  the  Nation,  the  business  climate  of  the  economy,  the  political  climate 
of  the  society,  and,  of  course,  the  international  climate  of  which  we  are  just  a 
part.  Although  this  paper  will  be  limited  to  the  relationship  of  Government 
activities  to  investment  and  economic  growth,  these  other  considerations  need 
to  be  taken  into  account  in  a  more  comprehensive  analysis. 

Investment  and  the  economy 

Investment  occupies  a  central  role  in  every  economy.  Investment  represents 
that  portion  of  current  economic  output  which  is  not  consumed,  but  instead  is 
channeled  into  some  productive  use  designed  to  yield  a  flow  of  future  benefits. 
In  other  words,  we  can  view  investing  as  the  act  of  foregoing  current  benefits  in 
return  for  the  receipt  of  future  benefits. 

From  a  macro-economic  viewpoint,  the  significant  feature  of  investment  spend- 
ing is  its  direct  relationship  to  economic  growth  and  full  employment.  Unless 
some  portion  of  current  economic  output  is  invested  productively,  an  economy 
forfeits  its  chances  for  future  growth.  Indeed,  when  all  output  is  consumed,  a 
country  begins  to  draw  down  its  capital  stock,  ultimately  experiencing  actual 
declines  in  total  production.  Furthermore,  investment  spending  not  only  leads 
to  future  economic  returns,  but  also  contributes  to  total  spending — and  hence 
total  employment  of  resources — during  the  period  in  which  the  investment  takes 
place.  This  "double-barreled"  impact  of  investment,  its  contribution  to  future 
productivity  as  well  as  to  current  spending,  explains  its  significance  to  the 
economy  in  both  the  short  run  and  the  long  run. 

While  we  can  describe  in  general  the  concept  of  investment  and  its  role  in 
the  economy,  there  are  still  some  major  gaps  in  our  knowledge  of  investment. 
For  one  thing,  investment  is  diflScult  to  measure  accurately.  This  is  not  surpris- 
ing when  we  consider  that  we  are  dealing  with  current  expenditures  designed 
to  yield  future  benefits.  Certainly  many  tyi3es  of  purchases  come  to  mind  which 
involve  combinations  of  both  present  and  future  benefits.  The  separation  between 
consumption  and  investment  may  not  be  obvious. 

A  related  difliculty  involves  our  desire  to  know  the  full  impact  of  Government 
activities  on  the  level  of  investment  outlays  and,  hence,  on  economic  growth. 
When  we  examine  investment  in  this  light,  we  find  that  there  are  many  ways 
in  which  the  public  sector  can  and  does  influence  both  the  level  and  the  composi- 
tion of  investment,  and  not  all  in  ways  that  necessarily  will  augment  investment 
or  economic  growth. 

Taxes  and  investment 

The  tax  system  is  an  obvious  area  of  governmental  influence  on  the  level  of 
investment.  For  example,  although  it  may  have  been  justified  on  such  other 
grounds  as  equity  and  income  redistribution,  the  Tax  Reform  Act  of  1969  had 
important  effects  on  investment.  It  seems  quite  clear  to  me  that  its  cumulative 
impact  was  both  to  dampen  the  incentive  to  make  new  private  investment  as  well 
as  to  diminish  somewhat  the  growth  of  the  savings  available  to  finance  such 
investment. 

The  1969  legislation  is  commonly  looked  upon  as  a  tax  reduction  and  relief  act, 
and  that  certainly  is  the  case  for  the  average  individual  taxpayer.  However,  for 
the  corporate  sector  as  a  whole,  it  increased  the  tax  burden  substantially — by 
$31/^  billion  in  the  fiscal  year  1971  and,  assuming  a  reasonable  pattern  of  eco- 
nomic growth,  by  as  much  as  $5  billion  in  197.5.  Since  corporations  play  the 
major  role  in  the  investment  activities  of  the  private  economy,  the  direct  and 
adverse  relationship  between  the  Tax  Reform  Act  and  investment  and  economic 
growth  is  apparent. 

Of  course,  numerous  preexisting  sections  of  the  tax  code  do  continue  to  serve 
as  incentives  to  investment.  Most  notable  are  the  provisions  for  liberalized  de- 
preciation of  physical  assets  and  the  differential  treatment  of  capital  gains  com- 
pared to  ordinary  income. 

Government  expenditures  and  physical  investment 

Perhaps  it  is  on  the  expenditure  side  of  the  budget  that  the  public  sector  may 
make  a  most  important  and  yet  generally  overlooked  contribution  to  investment 
Conventionally,  of  course,  the  national  income  accounts  report  "gross  investment" 
as  the  sum  of  two  relatively  private  categories — gross  private  domestic  invest- 
ment and  net  foreign  investment. 
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Nevertheless,  in  any  real  sense,  considerable  portions  of  Government  pur- 
chases are  in  the  nature  of  investment  outlays.  To  me  at  least,  some  of  the  most 
obvious  examples  are  the  direct  counterparts  to  i>rivate  investment — hydro- 
electric power  plants,  office  buildings,  scientific  research  laboratories,  schools, 
inventories  of  industrial  metals,  etc.  In  the  very  common  case  of  Government 
contractors  using  Government-owned  plant  and  equipment,  the  Government  in- 
vestment directly  obviates  the  need  for  private  investment.  All  of  these  types 
of  capital  equipment,  of  course,  show  up  in  private  investment  when  purchased 
by  a  business  firm,  but  are  not  recorded  as  investment  when  acquired  by  a  Gov- 
ernment unit.  Little  justifi-cation  seems  to  exist  for  the  inclusion  or  exclusion 
of  these  and  similar  items  in  an  economic  classification  of  investment  outlays  sole- 
ly on  the  basis  of  the  legal  status  of  the  purchaser.  The  complete  exclusion  of 
Government  purchases  results  undoubtedly  in  an  understatement  of  the  actual 
investment  of  the  American  economy  and  in  faulty  international  comparisons. 

Of  course,  a  too  all-encompassing  concept  of  Federal  investment  may  create 
difl5cult  conceptual  issues.  TTiis  could  be  the  case  if  we  include  military  durables 
such  as  aircraft,  nuclear  submarines,  tanks,  and  other  military  weapon  systems. 
From  a  purely  technical  point  of  view,  perhaps  those  items  could  be  viewed  in 
an  analogous  manner  to  consumer  durables. 

In  the  consumer  area,  we  readily  agree  that  there  are  items  which  provide  a 
long-term  flow  of  services,  but  we  do  not  ordinarily  include  that  flow  of  services 
in  an  aggregate  accounting  of  the  total  investment  of  the  economy — the  Federal 
Reserve  flow  of  funds  accounts  are  an  exception. 

Government  investment-tyiJe  expenditures  can  be  estimated  directly  from  some 
of  the  supplementary  tabulations  prepared  for  the  national  income  accounts. 
The  results  are  rather  significant.  In  1968  approximately  $26  billion  of  Federal 
purchases  of  goods  and  sers'ices  consisted  of  durable  goods  and  structures.  This 
came  to  about  one-fourth  of  total  Federal  purchases.  In  addition,  State  and  local 
investment-type  purchases  were  approximately  $31  billion,  or  about  30  percent  of 
their  total  purchases.  Hence,  all  levels  of  government  combined  accounted  for 
$57  billion  of  investment-type  outlays  in  1968  (see  table  I)  or  about  6%  percent 
of  the  GNP.  However,  the  national  income  accounts  do  not  include  these  Govern- 
ment outlays  in  any  investment  category. 

Were  we  to  add  these  governmental  purchases  of  durables  and  structures  to 
the  gross  investment  conventionally  reported  in  the  National  income  accounts, 
the  total  investment  of  the  American  economy  would  have  been  $183  billion  for 
1968  instead  of  the  $126  billion  actually  reported,  or  a  45-percent  increase  (see 
table  II). 

As  pointed  out  earlier,  however,  the  inclusion  of  military  durables  may  over- 
state the  matter.  Hence,  table  II  also  contains  the  results  of  a  statistical  analysis 
limited  to  civilian  Government  investment-type  outlays.  These  can  be  estimated 
approximately  by  adjusting  the  National  income  accounts  figures  in  line  with  the 
proportion  of  military  to  civilian  durables  as  recorded  in  budgetary  data.  The 
results  are  not  up  to  the  standards  of  accuracy  achieved  in  the  national  income 

Table  I. — Governmental  physicalinvesiment  outlays 
[In  billions  of  dollars] 

Category  1965        1966        1967        1968 

Federal  Government  investment: 

Durables 

Structures 

Subtotal 

(Civilian  only) 

State  and  local  investment: 

Durables 

Structures 

Subtotal 

Total  Goveroment  Investment 40         45  52  57 

(Civilian  only) (28)       (29)        (32)  (34) 

Source. — Office  of  Business  Economics  and  annual  Federal  budget  documents  for  data. 
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Table  II. — Total  physical  investment  outlays 
[In  biUions  of  dollars] 

Category  1965        1966        1967        1968 

Gross  private  domestic  investment 108         121         116         126 

Net  foreign  investment 4  2  2 

Subtotal  conventional  investment 

Government  investment 

(Civilian  only) ._. 

Total  investment  outlays 152         169         170         183 

(Civilian  only) (140)       (153)       (150)       (160) 

Source.— Table  I  and  "Survey  of  Current  Business,"  U.S.  Department  of  Commerce. 

accounts  but  are  of  some  interest  nonetheless.  The  inclusion  of  civilian  Govern- 
ment outlays  in  a  measure  of  the  total  investment  of  the  economy,  although  less 
striking  than  the  estimates  which  include  military  purchases,  does  yield  an 
impressive  addition  to  the  conventional  measure. 

Government  investments  in  human  resources 

Adding  Government  purchases  of  durable  goods  and  structures  to  private  in- 
vestment outlays  represents  only  a  partial  adjustment.  Perhaps  the  most  im- 
portant public  sector  investment  does  not  show  up  in  any  measure  of  physical 
asset  accumulation.  I  have  in  mind  here  those  vital  investments  in  human 
resources  such  as  education,  health,  and  manpower  training  and  development. 

As  some  economists  have  been  pointing  out,  such  outlays  have  apparently 
been  a  major  factor  contributing  to  the  growth  rate  of  the  American  economy. 
The  rise  in  Government  expenditures  in  these  categories  has  been  striking  in 
recent  years.  These  investments  (either  public  or  private)  do  not  show  up  in 
identifiable  form  in  the  national  income  accounts.  However,  that  is  hardly  reason 
for  ignoring  them  in  our  analysis,  and  budgetary  data  can  be  used  to  some 
advantage. 

I  have  defined  governmental  investment  in  human  resources  to  include  devel- 
opmental expenditures  in  the  fields  of  health,  education,  antipoverty,  manpower 
training  and  development,  and  closely  related  undertakings.  The  results  of  this 
tabulation,  shown  in  table  III,  point  clearly  to  the  growing  importance  of  public 
investment  in  human  resources. 

Government  expenditures  in  the  area  of  human  resources  have  been  expand- 
ing far  more  rapidly  than  aggregate  economic  measures  such  as  physical  invest- 

Table   III. — Governmental  investments  in  human  resources,  fiscal   years   1965-71 

[In  billions  of  dollars] 


Category  1965        1966        1967        1968        1969 


Estimated 
1970        1971 


Federal  Government  investment: 

Health 2  2  4  5  6  7  7 

Education 12  3  3  3  4  4 

Antipoverty 11111  1 

Manpower  training,  etc 111111  3 

Subtotal 

State  and  local  investment: 

Health  and  Hospitals 

Education 

Subtotal 

Total 32  38  46  52        NA        NA  NA 

NA — Not  available. 

Source.— Annual  Federal  budget  documents  and  Bureau  of  the  Census,  "Governmental  Finances." 
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ment  outlays,  total  government  spending,  or  the  GNP.  State  and  local  outlays 
dominate  this  category,  because  of  the  primary  role  in  public  education.  How- 
ever, the  most  rapid  growth  in  recent  years  has  occurred  in  the  Federal  sector. 

The  trend  toward  Government  investment  in  human  resources  is  continued 
in  the  most  recent  Federal  budget,  that  for  the  fiscal  year  1971.  It  is  estimated 
that  Federal  investments  in  human  resources,  as  defined  here,  will  expand  from 
$12  billion  in  1969  to  $14  billion  by  1971.  This  latter  figure  would  be  more  than 
five  times  the  actual  level  one  decade  earlier. 

Thus,  from  an  analysis  of  certain  public  expenditure  categories  it  becomes 
quite  clear  that  Government  influence  on  investment  from  the  expenditure  side 
is  a  significant  force,  even  though  our  conventional  economic  measures  do  not 
treat  such  public  outlays  as  investment  spending.  Furthermore,  this  public 
sector  contribution  has  undergone  a  measurable  shift  in  emphasis  from  physical 
to  himian  capital  outlays. 

Government  regulation  and  investment 

A  third  area  in  which  the  Federal  Government  can  influence  the  volume  and 
composition  of  investment  is  through  its  regulatory  powers,  which  may  either 
encourage  or  discourage  private  investment.  With  the  increase  in  attention  being 
given  to  improving  the  quality  of  our  environment,  it  is  likely  that  Government 
regulations  increasingly  will  require  or  at  least  encourage  many  such  specific 
investments. 

For  example,  the  recent  Presidential  message  to  the  Congress  on  environmental 
quality  pointed  to  a  number  of  areas  where  investment — both  public  and 
private — 'Will  be  encouraged  or  required  : 

— a  capital  investment  of  $10  billion  over  a  5-year  period  for  municipal  waste 
treatment  plants  and  interceptor  lines. 

— a  seven-point  program  of  measures  to  enforce  control  of  water  pollution 
from  industrial  and  municipal  wastes. 

— new  and  more  stringent  standards  on  exhaust  emission  from  motor  vehicles. 

— nationwide  air  quality  standards  backed  up  by  enforcement  authority. 

— greater  emphasis  on  solid  waste  disposal. 

A  necessary  digression  on  stabilization 

In  our  concern  with  the  obvious  problem  of  controlling  environmental  pollu- 
tion, it  is  important  that  we  do  not  unintentionally  engender  problems  of  eco- 
nomic stabilization.  It  is  possible  that  these  stabilization  problems  could  arise 
merely  because  of  existing  inadequacies  of  measurement  concepts  and  resultant 
statistics. 

Let  me  cite  a  specific  possible  future  example.  As  industry  spends  rising 
amounts  to  reduce  pollution,  these  added  outlays  necessarily  will  be  reflected  in 
future  price  increases.  Hence,  when  we  look  at  the  price  statistics,  they  are  likely 
to  have  an  upward  trend — everything  else  being  equal — simply  because  the  private 
sector  is  assuming  a  larger  responsibility  for  the  control  of  pollution,  reflected 
in  an  upward  shift  in  costs  and  prices.  An  alternative  course  which  would  not 
engender  this  particular  statistical  problem,  of  course,  would  be  rising  govern- 
mental expenditures  financed  by  direct  taxation.  I  am  certainly  not  advocating 
that  we  abandon  this  private  sector  approach  because  of  the  price  measurement 
statistics. 

Indeed,  as  an  economist,  I  think  it  is  highly  desirable  to  move  toward  a  closer 
correspondence  of  social  costs  and  private  costs,  particularly  with  respect  to  the 
generation  and  elimination  of  pollution.  To  the  extent  that  we  can  do  so  either 
through  tax  policy,  regulation  or  otherwise,  we  will  be  encouraging  producers 
and  consumers  to  utilize  products  and  processes  which  are  less  polluting  than 
at  present.  This  strikes  me  as  a  far  more  attractive  alternative  than  merely 
increasing  Government  expenditures  to  clean  up  ever  mounting  amounts  of 
pollution. 

But  to  conclude  that  we  will  have  an  economic  stabilization  problem,  merely 
becau.se  prices  will  be  rising  to  reflect  the  private  flnancing  of  antipollution 
efforts,  would  be  badly  misleading.  To  the  contrary,  new  external  benefits  will 
have  been  created,  some  of  which  in  the  long  run  will  increase  total  productivity  in 
the  economy. 

In  a  very  real  sense,  we  are  describing  a  situation  where  two  benefits  are 
being  created  simultaneously.  One  is  the  direct  benefit  that  results  from  the 
use  of  the  private  good,  the  basic  product  or  service  which  is  being  sold  in 
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the  market.  The  other  is  the  social  benefit,  the  improvement  in  the  quality  of  the 
environment. 

In  the  short  run,  the  achievement  of  the  social  benefit  is  likely  to  bring  higher 
costs  and  prices  as  initial  outlays  are  made.  However,  some  long-run  effi- 
ciencies may  develop  from  these  investments  in  an  improved  environment.  These 
would  occur  to  the  extent  that  they  reduce  the  unit  costs  of  those  other  firms 
that  previously  had  suffered  from  the  deteriorating  environment  (the  classic 
example  of  the  factory  smoke  and  the  nearby  laundry). 

In  other  cases,  such  as  putting  power  lines  underground  in  order  to  maintain 
an  aesthetic  environment,  the  increase  in  production  efficiencies  will  be  less 
obvious  and  more  indirect. 

If  we  maintain  that  the  cost  of  producing  these  highly  desirable  environ- 
mental benefits  will  not  be  recognized  separately  in  the  price  indices,  but  will 
be  automatically  added  on  to  the  price  of  producing  the  basic  private  product, 
we  will  be  in  danger  of  adding  a  serious  upward  bias  to  our  price  indices.  In  a 
sense,  the  concern  here  is  analogous  to  the  problem  of  allowing  for  product 
quality  changes  in  the  price  indices.  The  problem  is  compounded  by  the  existence 
of  cost-of-living  "escalator  clauses"  in  certain  collective  bargaining  agree- 
ments, whereby  wages  advance  automatically  with  a  price  index  increase. 

Unless  we  recognize  this  changing  institutional  situation,  we  could  conceiv- 
ably be  fighting  inflation  at  times  when  there  is  no  underlying  excess  demand 
in  the  economy.  We  need  to  avoid  creating  a  new  but  unnecessary  tradeoff  be- 
tween environmental  improvement  and  inflation.  This  area  needs  careful  study. 
It  strikes  me  that  a  new  look  at  existing  price  indices  may  be  necessary. 

Some  concluding  observations 

Both  the  level  and  the  composition  of  investment  in  the  United  States  are 
undergoing  important  changes  as  a  result  of  governmental  tax,  expenditure, 
and  regulatory  actions.  The  most  dramatic  change  may  be  the  shift  in  relative 
importance  from  conventional,  physical  investments  in  plant  and  equipment  to 
expenditures  which  enhance  the  economic  productivity  of  individuals  in  other 
ways,  such  as  raising  the  educational  level  of  the  labor  force,  training  programs, 
and  improving  individual  health.  However,  governmental  investments  in  pliysical 
assets,  although  generally  overlooked,  are  now  of  very  substantial  magnitude. 
And  now  on  the  horizon,  we  see  the  prospect  of  a  large  expansion  of  govern- 
mentally-induced  investment-type  exx>enditures  by  the  private  sector  either  to 
control  pollution  or  avoid  polluting  the  environment. 

The  shift  toward  investment  in  human  resources  can  be  viewed  as  a  con- 
certed effort  to  improve  tlie  quality  of  factor  input.  On  the  other  hand,  the 
growing  emphasis  upon  environmental  aspects  reflects  an  emphasis  upon  the 
quality  of  output.  Unfortunately,  in  neither  case  does  the  market  mechanism  tell 
us  just  where  to  stop.  Improvements  in  quality  are  surely  a  good  thing,  but 
there  are  difficult  but  important  choices  among  alternatives. 

We  need  to  keep  in  mind  such  basic  economic  concepts  as  the  "opportunity 
cost"  of  each  new  venture  (tliat  is,  the  foregone  opportunity  to  devote  the 
resources  to  something  else).  Perhaps  that  comes  down  to  notliing  more  funda- 
mental than  asking  the  right  question  of  each  proposed  new  investment — ^public 
or  private,  physical  or  human.  Surely,  the  pertinent  question  is  not  whetlier  it 
is  good ;  the  typical  proposed  activity  possesses  some  intrinsic  merit.  The  riglit 
question  is,  "Is  it  better,  that  i.s,  better  than  available  alternatives?"  Therein 
lies  the  path  toward  maximizing  investment,  economic  growth,  and  the  general 
welfare. 


Exhibit  13. — Remarks  by  Assistant  Secretary  Weidenbaum,  May  12,  1970,  before 
the  50th  Anniversary  Meeting  of  the  National  Association  of  Savings  Banks, 
New  York,  New  York,  on  the  American  economy  in  1970 

For  me,  it  is  a  very  personal  pleasure  to  be  here.  It  must  be  well  over  35  years 
ago  that,  as  a  school  boy,  I  opened  my  first  bank  account  with  one  of  the  member 
banks  of  this  distinguished  association.  That  early  relationship  with  a  thrift 
institution  really  had  a  lasting  effect  on  my  savings  ratio.  Ever  since,  I  have 
always  made  my  personal  contribution  to  combatting  infiation. 

I  am  also  here  to  express  our  appreciation  for  the  forthright  anti-inflationary 
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stand  that  the  National  Association  of  Mutual  Savings  Banks  consistently  has 
taken.  That  has  been  most  welcome  supi)ort. 

Some  economic  perspective 

I  would  like  to  offer  some  observations  on  the  American  economy.  Perhaps 
you  will  find  that  my  remarks  follow  that  old  jingle — -something  old,  something 
new,  something  borrowed,  something  blue.  To  begin  with,  some  perspective  is 
useful :  the  long-run  economic  objectives  of  the  AdminiiStration  are  threefold — 
reasonable  price  stability,  high  employment,  and  a  healthy  rate  of  growth.  But 
in  the  short  run,  the  strength  and  persistence  of  inflation  temporarily  makes  that 
our  number  one  economic  problem. 

Until  prices  are  rising  much  less  rapidly  than  they  are  now,  the  economy  must 
be  kept  under  mild  restraint,  which  is  what  we  are  doing.  Output  has  been 
declining,  and  there  has  been  some  rise  in  unemployment.  These  are  unwanted, 
but  unavoidable,  side  effects  of  bringing  inflation  under  control.  I  do  not  know 
of  any  quick  and  easy  cure  once  inflationary  momentum  has  been  allowed  to 
build  ujj — and  it  certainly  was  allowed  to  during  those  critical  years — 1965,  1966, 
1967,  and  1968.  But  since  1969,  we  have  been  applying  the  fundamental  correc- 
tions ;  and  they  are  beginning  to  work. 

This  Administration  inherited  a  diflScult  economic  situation,  a  sort  of  economic 
hangover  resulting  from  the  spending  spree  that  culminated  in  the  massive  $25 
billion  budget  deficit  in  1968.  We  had  some  choices  to  make  in  setting  our  eco- 
nomic policy. 

One  solution — to  let  the  inflation  run  its  course — was  really  no  solution  at  all. 
Inflation  had  to  be  brought  imder  control ;  it  certainly  would  not  cure  itself. 
Another  solution — to  aim  deliberately  for  recession — had  little  to  recommend  it. 
Even  with  expanded  unemployment  comi>ensation  and  similar  offsets,  the  cost  of 
unemployment  would  be  high.  Furthermore,  a  sharp  contraction  followed  by 
rapid  expansion  might  still  leave  prices  rising  too  rapidly. 

The  workable  and  sensible  solution  seemed  to  lie  between  the  two  extremes.  A 
policy  of  firm  economic  restraint  was  needed,  but  not  one  that  would  be  carried 
so  quickly  or  so  far  as  to  cause  deep  recession.  Instead,  total  demand  for  the 
Nation's  output  would  have  to  be  held  below  our  total  productive  capacity,  and 
for  an  extended  period  of  time.  Only  then  could  a  moderate  expansion  be  resumed 
without  setting  off  renewed  inflation.  This  is  the  uudramatic  and  somewhat  pain- 
ful course  that  was  chosen.  I  believe  that  it  was,  and  is,  the  right  and  responsible 
course  to  follow. 

A  progress  report 

What  are  the  accomplishments  to  date?  Let  me  be  quite  frank ;  they  fall  short 
of  our  more  optimistic  expectations.  We  are  running  about  on  track  in  terms  of 
slowing  down  the  economy,  that  is,  the  behavior  of  total  si^ending  and  output. 
But  we  are  running  behind  .schedule  in  terms  of  visible  relief  from  inflation ;  yet, 
we  are  making  progress.  First  of  all,  the  acceleration  in  the  rate  of  price  increases 
has  been  stopped.  That  was  a  critical,  although  often  overlooked,  development  in 
the  fight  against  inflation.  Now  there  are  signs  of  the  important  next  stage— the 
actual  slowing  down  in  the  rate  of  inflation.  There  has  been  some  progress,  but 
we  are  still  plagued  by  rapidly  rising  costs  and  prices.  Obviously,  even  though  the 
tide  may  be  turning,  the  battle  against  inflation  is  hardly  over  nor  yet  has  it  been 
won. 

Tlie  fact  that  total  demand  is  no  longer  excessive  does  mean  that  we  have 
ivissed  through  a  vital  first  phase.  The  application  of  fiscal  and  monetary  restraint 
throughout  last  year  was  successful  in  slowing  down  the  rate  of  total  spending. 
Until  that  occurred,  there  was  little  prospect  of  lasting  relief  from  inflation. 

In  the  first  quarter  of  this  year,  there  were  rather  clear  signs  that  demand  was 
no  longer  excessive : 

— -In  physical  volume — what  economists  call  "real  terms,"  that  is  after  cor- 
rection for  price  changes — total  production  in  the  United  States  fell  slightly  in 
the  first  3  months  of  1970 ;  meanwhile,  prices  continued  to  rise  at  about  the  same 
rate  as  in  late  1969. 

— Retail  sales  have  moved  up  only  moderately  this  year ;  industrial  production 
had  been  in  a  down-trend  before  edging  up  in  March  ;  and  the  unemployment  rate 
averaged  4.3  percent  in  the  first  4  months  of  1970,  up  from  a  low  3.6  percent  in 
the  last  4  months  of  1969. 

But,  even  with  the  economy  moving  slowly,  prices  are  still  under  strong  upward 
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pressure  from  the  cost  side.  This  is  the  natural  sequence  after  a  period  of  pro- 
longed inflation.  Costs  and  prices  continue  to  rise  for  a  time  on  their  own  momen- 
tum. But  this  "operation  bootstrap"  cannot  continue  indefinitely  if  total  spending 
is  kept  in  check. 

Are  we  really  better  off  now,  having  exchanged  "demand-pull"  inflation  of  1968 
for  the  "cost-push"  inflation  of  1970?  I  think  that  we  are  far  better  off.  As  long 
as  total  demand  was  excessive,  costs  and  prices  were  bound  to  continue  rising. 
Under  those  circumstances,  no  relief  could  be  expected.  However,  once  demand  is 
restrained,  cost-price  pressures  could  eventually  diminish.  There  are  lags  in  this 
economic  adjustment  process,  as  we  know  all  too  well.  But  with  demand  re- 
strained, the  conditions  have  been  established  whereby  inflation  can  recede. 

What  are  the  tangible  signs  that  inflation  is,  in  fact,  coming  under  control? 
They  may  not  exactly  overwhelm  you,  but  here  are  some  recent  favorable  signs  : 

— Although  the  consumer  price  index  rose  at  a  hefty  6  percent  annual  rate  in 
the  first  3  months  of  1970,  on  a  seasonally  adjusted  basis,  the  rise  was  successively 
less  in  each  month  so  far  this  year. 

— The  wholesale  price  index  rose  at  about  a  5-percent  annual  rate  in  the  first 
3  months  of  1970,  but  by  successively  less  in  each  month.  The  preliminary  report 
for  April  shows  an  actual  decline  of  one-tenth  of  1  i)ercent.  Personally,  I  do  not 
attach  nearly  as  much  weight  to  the  small  fraction  of  1  percent  price  decline  in 
just  1  month  as  I  do  to  the  cumulative  slowing  down  pattern  in  the  price  indices. 

Not  all  of  the  economic  news  is  that  favorable.  For  example,  the  productivity 
and  unit  labor  cost  statistics  for  the  first  quarter  of  1970  were  somewhat  less 
encouraging : 

— Output  per  man-hour  apparently  edged  down  fractionally,  after  rising  in  the 
fourth  quarter  1969. 

— With  compensation  per  man-hour  rising  at  a  7.7  percent  annual  rate,  unit 
labor  costs  rose  at  nearly  an  SV2  percent  annual  rate. 

On  the  basis  of  past  exx)erience,  however,  we  would  expect  sharp  rises  in  pro- 
ductivity when  the  economy  once  again  begins  to  expand.  This  would  help  to 
dampen  cost-price  pressures. 

It  obviously  is  going  to  take  awhile  longer  before  the  inflationary  process  can  be 
unwound.  For  a  time,  we  may  still  find  that  there  will  be  risks  on  either  side : 
excessive  slowdown  or  premature  speedup.  It  will  be  particularly  important  in 
the  period  immediately  ahead  to  keep  the  policy  dials  on  a  fairly  steady  setting. 
This  may  mean  something  like  an  "even  keel"  for  fiscal  policy.  I  do  not  believe 
that  it  is  wise  to  rush  in  with  new  policy  proposals  each  time  some  erratic  eco- 
nomic indicator  turns  for  the  worse  or  for  the  better. 

The  budgetary  situation 

In  the  present  economic  environment,  the  maintenance  of  a  strong  budgetary 
position  is  extremely  important.  Certainly  in  the  absence  of  any  sharp  reversals 
of  the  apparent  trends  in  the  private  sector,  the  Federal  budget  should  be  kept 
in  the  neighborhood  of  balance  during  the  next  few  years.  In  order  to  achieve 
that,  the  Administration  is  finding  it  necessary  to  follow  a  policy  of  holding 
the  line  on  expenditures. 

Now  that  does  not  mean  that  every  single  request  for  increasing  spending  is 
automatically  turned  down.  Economic  policy  is  not  set  on  automatic  pilot.  The 
needs  of  economic  stabilization  inevitably  must  be  reconciled  with  the  pressing 
needs  of  programs  given  high  priority.  The  important  element  is  to  maintain  the 
overall  posture  of  budgetary  restraint,  to  make  the  hard  choices  which  are 
necessary  in  rejecting  a  good  many  of  the  available  and  attractive  candidates  for 
Government  spending.  Thus,  while  there  have  been  some  well-publicized  "pluses" 
on  the  expenditure  side,  there  will  be  some  compensating  "minuses"  as  well.  For 
example,  the  Administration  intends  to  absorb  a  good  part  of  the  Federal  pay 
raise,  keeping  its  full  impact  from  raising  expenditures. 

Some  lessons  learned  from  recent  experience  may  help  in  keeping  the  economy 
on  a  steadier  path  of  expansion.  Many  of  our  present  diflSculties  can  be  traced 
to  the  large  budget  deficits  which  emerged  after  196.5.  There  is  general  agree- 
ment on  the  need  to  avoid  large  and  destabilizing  swings  in  the  budget.  But  some 
argue  whether  the  swing  of  a  few  billion  dollars  from  surplus  into  deficit  really 
matters  in  a  trillion  dollar  economy. 

Although  I  relish  academic  disputations  as  much  as  any  other  economist  who 
has  earned  his  Ph.  D.,  frankly  I  just  do  not  think  that  this  is  the  pertinent 
question  in  the  present  environment.  As  I  see  it,  the  key  point  now  is  the  need 
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to  maintain  budgetary  restraint  in  order  to  dampen  down  the  continuing  infla- 
tionary pressures.  To  the  extent  that  the  Federal  Government  can  continue  to 
slow  down  the  rise  in  Government  spending,  to  that  extent  can  we  expect  the 
private  sector  to  exercise  similar  restraint. 

In  contrast,  if  revenues  do  not  come  up  to  expectations  because  economic 
restraint  takes  hold  in  some  sectors  more  rapidly  or  fully  than  anticipated,  this 
in  itself  does  not  strike  me  as  a  cause  for  economic  concern.  This  is  the  well- 
known,  built-in  automatic  stabilizers  at  work,  a  phenomenon  which  is  welcomed 
by  economists  of  all  political  persuasions. 

The  present  does  not  impress  me  as  the  appropriate  time  to  relax  the  downward 
pressure  on  the  expenditure  side  of  the  budget.  To  be  sure,  no  budget  is  ever 
"set  in  concrete."  A  budget  is  an  action  document,  modified  from  time  to  time. 

Even  after  taking  account  of  the  modifications  which  have  occurred  to  date, 
the  Federal  budget  for  the  fiscal  year  1970  is  a  restrictive  one.  In  "real  terms"— 
adjusting  the  actual  figures  for  the  effects  of  inflation — Federal  spending  is 
declining  between  the  fiscal  years  1969  and  1970.  On  the  basis  of  present  policy, 
"real"  spending  will  decline  again  in  the  fiscal  year  1971. 

In  fact,  some  extremely  capable  economists  outside  of  the  Federal  Govern- 
ment contend  that  a  more  sophisticated  analysis — that  using  the  so-called  full 
employment  budget  surplus  concept — would  show  that  the  degree  of  economic 
restraint  may  even  become  greater  than  they  would  care  to  see.  While  I  do 
not  share  their  confidence  in  the  exactness  of  such  calculations,  they  do  tend 
to  reinforce  my  own  evaluation  of  continuing  Federal  fiscal  restraint. 

In  recent  days,  I  have  been  asked  what,  if  any,  is  the  impact  of  developments 
in  Southeast  Asia  on  the  budgetary  outlook.  My  reply  is  that  the  Treasury 
Department  has  been  assured  that  the  recently  taken  actions  in  Cambodia  will 
utilize  existing  and  available  forces  and  equipment.  On  that  basis,  the  existing 
budget  estimates  take  account  of  these  developments. 

At  this  point.  I  think  it  might  be  useful  if  I  report  on  an  effort  underway 
which  indicates  our  continuing  concern  with  improving  the  effectiveness  of 
governmental  budgeting  and  financial  planning.  A  subcommittee  of  the  Cabinet 
Committee  on  Economic  Policy  has  been  studying  the  operation  of  the  unified 
budget — ^that  budget  concept  which  resulted  from  the  recommendations  of  the 
Commission  on  Budget  Concepts. 

An  area  of  particular  interest  is  the  operation  of  the  various  types  of  Federal 
credit  programs.  These  programs  include  direct  loans  by  Federal  agencies,  which 
are  in  the  budget,  and  federally-assisted  credit  extended  either  by  Government- 
sponsored  (and  now  privately  owned)  institutions  or  by  entirely  private  or- 
ganizations with  a  Federal  guarantee. 

In  recent  years,  the  amount  of  federally-assisted  credit,  which  is  financed  out- 
side of  the  budget  proper,  has  been  expanding  rapidly,  particularly  as  agencies 
(such  as  Fannie  Mae)  which  had  been  partially  federally  owned  became  privately 
owned,    although    with    some   continuing   Federal   involvement   or  relationship. 

We  are  now  at  the  point  where  the  volume  of  borrowings  to  finance  federally- 
assisted  credit  programs  is  roughly  equal  in  size  to  the  total  corporate  bond 
market  and  is  about  twice  as  large  as  the  municipal  bond  market.  Thus,  our 
subcommittee  is  taking  a  fresh  look  at  some  of  the  implications  for  financial 
markets  as  well  as  the  overall  impact  of  these  programs  on  the  economy. 

As  chairman  of  this  activity,  I  would  like  to  be  in  a  position  to  report  that 
we  have  come  up  with  a  sure-fire  solution.  However,  that  is  not  the  case,  at  least 
not  yet.  In  a  positive  way,  we  have  been  exploring  alternative  methods  whereby 
the  various  forms  of  federally-assisted  credit  can  be  reviewed  in  a  more  compre- 
hensive manner  so  as  to  permit  more  effective  allocation  of  credit  resources. 
Certainly,  it  would  be  desirable  to  provide  greater  attention  to  these  programs, 
both  those  "in"  and  "out"  of  the  budget,  in  the  formulation  of  overall  fiscal 
and  monetary  policy. 

The  economic  outlook 

The  first  half  of  1970  is  not  likely  to  be  a  period  of  any  significant  expansion 
in  the  economy  as  a  whole.  Of  course,  in  dollar  terms,  the  economy  is  rising  and 
will  likely  continue  to  rise.  The  measures  of  personal  income,  money  supply,  gross 
national  product,  etc.,  all  are  likely  to  continue  going  up  all  through  1970. 
However,  in  physical  volume  terms,  the  economy  is  marking  time  right  now 
as  inflationary  pressures  and  psychology  are  being  reduced. 

Even  though  I  would  like  to  be  obliging,  I  just  cannot  confidently  predict  the 
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exact  extent  to  which  inflationary  pressures  will  be  brought  down.  In  our  society, 
that  will  depend  on  actions  in  both  the  private  sector  as  well  as  in  the  public 
sector.  To  a  major  extent,  the  public  sector  itself  was  the  basic  source  of  the 
current  inflation.  The  Administration  has  taken  important  actions  to  put  our 
public  sector  house  in  order.  The  maintenance  of  fiscal  restraint,  of  course,  will 
continue  to  be  needed  in  order  both  to  make  further  progress  in  bringing  down 
the  rate  of  inflation  and  to  demonstrate  that  we  are  serious  about  bringing 
inflation  under  control. 

Yet,  there  is  a  division  of  labor  in  the  American  economy.  We  are  primarily  a 
private  sector  oriented  economy.  In  good  measure,  the  responsibility  for  fighting 
inflation  also  now  lies  in  the  private  sector,  for  business,  labor,  and  consumers 
alike  to  conduct  their  economic  affairs  in  that  manner  characterized  by  en- 
lightened self-interest  which  will  avoid  a  new  round  of  inflation. 

The  expectations  for  1971  are  somewhat  brighter  than  those  for  1970.  However, 
1971  is  not  likely  to  be  a  boom  year.  We  do  not  want  a  repetition  of  the  1967 
experience,  when  a  pause  in  the  economy  led  to  overreaction  by  Washington 
and  then  to  another  major  burst  of  inflation. 

In  1971,  inflation  should  be  rising  more  slowly  than  in  1970.  In  1971  and  the 
years  following,  we  should  be  obtaining  the  payoff  for  the  necessary  economic 
medicine  that  we  have  been  taking  during  the  past  year. 

With  the  continued  use  of  a  proper  combination  of  monetary  and  fiscal  policies, 
we  should  be  able  to  achieve  that  reduction  in  the  rate  of  inflation  which  will 
set  the  stage  for  achieving  our  more  fundamental  economic  objectives,  which  are 
the  expansion  of  production,  employment,  and  living  standards. 

The  slow  going  of  the  past  several  months  will  then  appear  in  a  somewhat 
different  perspective.  But  for  the  time  being,  we  must  complete  the  job  of 
reducing  the  rate  of  price  increase  to  much  more  tolerable  proportions.  Thus,  the 
economic  medicine  that  we  have  been  taking  should  yield  many  vintage  years 
later  in  the  decade  of  the  1970's. 


Exhibit  14. — Statement  by  Assistant  Secretary  Weidenbaum,  June  2,  1970,  before 
the  Subcommittee  on  Economy  in  Government  of  the  Joint  Economic 
Committee 

It  is  always  a  pleasure  to  appear  before  the  Joint  Economic  Committee.  I 
hope  that  you  find  my  testimony  useful.  Basically,  what  I  would  like  to  do  is  to 
offer  a  mechanism  for  making  more  enlightened  choices  on  national  priorities. 

In  doing  so,  I  will  be  drawing  on  work  that  I  did  as  a  professor  of  economics 
befoi'e  joining  this  Administration.  As  you  will  see,  the  methodology  may  be 
useful  for  illuminating  both  current  decisions  on  priorities  as  well  as  future 
actions.  As  you  can  appreciate,  this  will  be  a  very  personal  statement. 

A  Government-wide  program  budget 

In  a  sense,  the  following  approach  builds  on  the  planning-programing- 
budgeting  (PPB)  system  and  attempts  to  fill  a  major  remaining  gap.  Despite 
its  accomplishments  to  date,  the  PPB  approach  is  not  coming  to  grips  with  the 
larger  choices  in  allocating  Federal  funds  among  different  agencies  and  programs. 

"Would  a  dollar  be  more  wisely  spent  for  education  or  for  public  works?"  This 
fundamental  question  is  not  raised  in  the  budgetary  process  at  the  present  time. 
The  current  and,  of  course  important,  emphasis  is  on  choosing  among  more 
specific  alternatives  within  the  education  and  public  works  categories.  Further- 
more, the  choices  usually  are  restricted  to  those  which  can  be  made  within  each 
of  the  many  agencies  involved  in  education  or  public  works. 

A  program  budget  for  the  entire  U.S.  Government  can  be  developed  from 
available  budget  materials.  Such  a  Government-wide  program  analysis  permits 
comparing  alternative  programs  of  different  agencies  for  fulfilling  broad  national 
goals,  rather  than  merely  examining  the  alternatives  available  to  a  single  Federal 
agency. 

The  hypothetical  program  analysis  for  the  entire  Federal  Government,  which 
I  present  here,  is  based  on  the  fundamental  end  purposes  for  which  the  various 
Government  programs  are  carried  out.^ 


*  This  analysis  draws  on  Chaj>ter  VII  of  my  recent  book,  "The  Modern  Public  Sector," 
New  York,  Basic  Books,  Inc. 


EXHIBITS  297 

In  a  world  of  critical  international  tensions,  the  initial  purpose  that  comes 
to  mind  is  the  protection  of  the  Nation  against  external  aggression — to  maintain 
the  national  security.  A  variety  of  Federal  programs  exists  in  this  category,  rang- 
ing from  equipping  and  maintaining  our  own  military  esitablishment,  to  bolstering 
the  armed  forces  of  other  nations  whom  we  consider  actual  or  potential  allies, 
to  various  types  of  uonmilitary  competition,  and  to  negotiating  arms  control 
agreements. 

A  second  basic  national  purpose,  one  also  going  back  to  the  Constitution, 
is  the  promotion  of  the  public  welfare.  Here,  we  find  the  Federal  Government 
operating  in  the  fields  of  unemployment  compensation,  social  security,  veterans 
l>ensions,  and  many  other  such  activities. 

A  third  major  purpose  of  Government  programs  has  received  an  increasing 
amount  of  attention  in  recent  years — the  continued  development  of  the  American 
economy.  This  area  covers  the  various  programs  to  develop  our  natural  resources 
and  transjwrtation  facilities,  as  well  as  support  of  education,  health,  research 
and  development,  and  other  attempts  to  increase  economic  growth. 

Finally,  there  is  the  routine  day  to  day  operation  of  the  Government,  such  as 
the  functioning  of  the  Congress  and  the  Federal  courts,  the  collection  of  revenues, 
and  the  payment  of  interest  on  the  national  debt. 

Table  I  shows  how  the  requested  funds  in  the  Federal  budget  for  the  fiscal  year 
1971  are  allocated  among  the  four  major  purposes  sketched  out  above.  It  may 
come  as  a  surprise  to  many  people  to  learn  that  public  welfare  programs, 
rather  than  national  security  activities,  receive  the  largest  single  share  of  the 
budget. 

A  comparatively  small  portion  is  devoted  to  the  economic  development  items, 
such  as  education,  research,  natural  resources,  etc.  An  examination  of  the  Fed- 
eral budget  and  congressional  appropriation  hearings  over  the  years  reveals 
little  systematic  attempt  to  appraise  the  wisdom  or  desirability  of  these  overall 
choices  implicitly  made  in  the  allocation  of  Government  resources  among  these 
major  alternative  uses. 

It  may  be  mere  conjecture  to  conclude  that,  possibly,  the  allocation  of  funds 
would  have  been  somewhat  different  if  the  appropriation  requests  had  been  re- 
viewed with  an  eye  on  the  total  picture,  instead  of  examined  as  individual 
appropriation  items  in  relative  isolation.  Added  insight  to  the  possible  program 
choices  that  can  be  made,  using  the  tyi>e  of  framework  suggested  here,  may  be 
gained  from  a  somewhat  deeper  analysis  of  the  content  of  each  of  these 
categories. 

National  security. — As  would  be  expected,  the  bulk  of  the  national  security 
budget  is  devoted  to  the  U.S.  military  forces.  However,  one-tenth  of  the  total  is 
comprised  of  programs  that  would  promote  the  national  security  through  some- 
what more  indirect  means,  such  as  conducting  uonmilitary  forms  of  competition 
(NASA  and  USIA)  or  increasing  the  military  capabilities  of  friendly  nations. 

The  data  in  table  II  can  be  used  to  indicate  the  types  of  "strategic"  choices 
that  can  be  made — or  are  currently  being  made  only  indirectly — in  allocating 
funds  for  national  security.  First  of  all,  these  various  defense-related  programs 
are  not,  to  my  knowledge  currently  brought  together  and  viewed  as  a  totality 
anywhere  in  the  budget  process.  The  groupings,  of  course,  are  arbitrary  and 
illustrative;  some,  for  example,  may  contend  that  NASA's  contribution  to 
American  economic  development  is  greater  than  its  national  security  role. 

T.\BLE  I. — Rudimentary  program  budget  for  the  U.S.  Government  new  obligational 
authority  plus  loan  authority,  fiscal  year  1971 

[Dollar  amounts  in  billions] 

Broad  purpose  Amount       Percent 

Public  welfare 

National  security 

Economic  development 

Government  operations,  etc _ _ 

Total 232.6  100.0 

SouBCE.— Appendix  A  to  this  statement. 


$95. 6 

41.1 

74.3 

32.0 

35.2 

15.1 

27.5 

11.8 

68.2 

91.8 

3.3 

4.5 

1.9 

2.6 

.5 

.7 

.3 

.4 

.1 
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Table  II. — National  security  -programs,  fiscal  year  1971 
[Dollar  amounts  in  billions] 

Program  category  Amount       Percent 


U.S.  military  forces 

Scientific  competition  (NASA) _-_ _ 

Foreign  nonmilitary  aid _._ 

Foreign  military  forces 

Psychological  competition  ( USIA) _ 

U.S.  passive  defense 

Arms  control  and  disarmament 

Total-. 74.3  100.0 

'  Less  than  $50  million. 
2  Less  than  Yi  of  1  percent. 

The  approach  suggested  here  could  lend  itself  to  first  raising  and  then 
answering  questions  such  as  the  following : 

— Wou'd  national  security  be  improved  by  shifting  some  or  all  of  the  $5.7 
billion  for  foreign  aid  and  nonmilitary  competition  to  the  U.S.  military 
establishment  itself? 

— Conversely,  would  the  national  security  be  strengthened  by  moving  a 
proportionately  small  share  of  the  direct  military  budget,  say  $500  million,  to  the 
USIA  or  the  arms  control  effort  and  thereby  obtaining  projwrtionately  large 
increases  in  these  latter  programs? 

— Are  we  putting  too  much  into  foreign  economic  aid  and  not  enough  into  the 
space  program  ?  Or  vice  versa  ? 

— Would  the  Nation  be  better  off  if  we  shifted  some  of  the  funds  now  going 
to  passive  (civil)  defense  to  the  U.S.  Arms  Control  and  Disarmament  Agency? 
Or  vice  versa? 

The  very  existence  of  the  type  of  information  presented  here  may  lead  not 
only  to  attempts  to  answer  questions  such  as  these,  but,  more  fundamentally, 
to  widen  the  horizons  of  budget  reviewers. 

Public  ivelfare. — Over  two-fifths  of  the  1971  budget  is  devoted  to  programs  in 
the  general  area  of  the  public  welfare.  Again,  these  activities  are  nowhere 
brought  together  so  that  the  various  spending  programs  can  be  compared  against 
each  other.  The  tabulation  of  public  welfare  programs  contained  in  table  III 
shows  a  rather  large  assortment. 

The  various  quasi-life  insurance,  unemployment  compensation,  and  retirement 
programs  receive  the  great  bulk  of  the  funds  for  public  welfare.  However,  this 
may  be  hardly  a  conscious  decision.  The  level  of  expenditure  for  these  programs — 
such  as  the  old-age  and  survivors'  insurance  system — is  predetermined  by  basic, 
continuing  statutes ;  they  are  financed  by  permanent,  indefinite  appropriations 
which  are  not  subject  to  review  during  the  budget  process  because  they  do  not 
even  appear  in  the  annual  appropriation  bills.  Hence,  it  is  not  surprising  that 
these  programs  have  grown  to  dominate  the  nondefense  budget,  exceeding  by  far 
the  total  outlays  for  the  various  economic  development  programs. 

Likewise,  the  expenditures  under  the  various  agricultural  price  support  pro- 

Table  III. — Public  welfare  programs,  fiscal  year  1971 
[Dollar  amounts  in  billions] 

Program  category  Amount       Percent 

Life  insurance  and  retirement  (including  Medicare) 

Public  assistance 

Assistance  to  farmers  and  rural  areas _ 

Veterans'  compensation  and  pensions - _ 

Unemployment  insurance 

Urban  housing  and  facilities _. 

Antipoverty  programs 

Specialized  welfare  programs 

Total 95.6 


$60. 8 

63.6 

9.0 

9.4 

8.0 

8.4 

7.4 

7.7 

4.0 

4.2 

3.7 

3.9 

1.5 

1.6 

1.2 

1.2 
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grains  (which  dominate  the  category  of  "Assistance  to  farmers  and  rural  areas") 
exceed  all  of  the  outlays  for  the  programs  of  urban  housing,  antipoverty,  and 
other  specialized  welfare  activities  combined.  Again,  the  farm  subsidy  program 
is  generally  set  by  the  substantive  laws  on  price  supports  and  farm  aid,  rather 
than  through  annual  appropriations. 

Also,  this  level  of  detail  permits  some  cross-comparisons  of  Government  pro- 
grams which  are  not  currently  made.  For  example,  the  $1.5  billion  for  formal 
efforts  to  reduce  poverty  in  the  United  States  is  less  than  the  $1.9  billion  for 
foreign  economic  aid.  Would  some  trade-off  between  the  public  welfare  and 
national  security  areas  result  in  a  net  advantage?  This  type  of  analysis  is 
attempting  to  answer  the  fundamental  question,  "Would  an  extra  dollar  (a 
billion,  in  the  case  of  the  Government)  be  more  vpisely  spent  for  program  A  or  for 
program  B?" 

Economic  Development. — In  this  exploratory  categorization  of  Government 
programs,  a  number  of  activities  are  listed  under  the  heading,  "Economic 
Development."  A  good  share  of  them,  such  as  the  development  of  needed  natural 
resources  or  the  improvement  of  necessary  transportation  facilities,  may  contrib- 
ute to  the  more  rapid  growth  and  development  of  the  American  economy.  Others, 
such  as  various  subsidies,  may  be  more  questionable.  Of  course,  it  is  inevitable 
that  any  such  classification  will  contain  many  borderline  cases. 

A  brief  examination  of  the  composition  of  the  Economic  Development  category 
is  revealing  (see  table  IV).  Transportation  facilities  account  for  the  largest 
single  share,  and  when  combined  with  natural  resource  development  and  related 
aids  to  business,  account  for  almost  two-thirds  of  the  total.  A  Government-wide 
program  budget  would  focus  attention  on  questions  such  as,  "Would  a  shift  of 
funds  between  transportation  and  education  be  advisable?  Between  natural 
resources  and  research?"  Raising  these  questions  need  not  be  taken  as  expressing 
value  judgments,  but  rather  as  indicating  a  pattern  for  governmental 
decisionmaking. 

Government  operations. — The  final  category  of  Government  programs  repre- 
sents the  general  cos*^s  of  operating  the  Government,  the  relatively  day-to-day 
functions.  More  than  80  percent  of  the  funds  in  this  category  cover  the  payment 
of  interest  on  the  public  debt.  The  bulk  of  the  remaining  outlays  for  Government 
operations  is  devoted  to  collecting  internal  revenue  and  the  housekeeping  activi- 
ties of  the  General  Service  Administration. 

Implementation. — The  incorporation  in  the  President's  budget  message  and  the 
annual  budget  document  of  the  approach  here  suggested  might  result  in  growing 
congressional  and  public  concern  and  awareness  of  the  problems  of  choosing 
among  alternative  uses  of  Government  funds.  In  the  absence  of  an  automatic  mar- 
ket mechanism,  such  an  approach  might  introduce  a  healthy  degree  of  competition 
in  governmental  resource  allocation.  In  a  sense,  the  adoption  of  a  Government- 
wide  program  budget  would  represent  a  logical  expansion  of  the  current"  program 
budgeting  effort  to  work  across  rather  than  only  down  the  traditional  depart- 
mental lines. 

An  alternative  means  of  implementation  would  be  for  a  congressional  com- 
mittee staff  to  rework  the  existing  budget  submissions  within  this  framework 
for  review,  say,  by  the  entire  Appropriations  Committee  prior  to  its  detailed  ex- 
amination of  individual  appropriation  requests.  This  would  permit  the  parent 
appropriation  committees  to  set  general  guidelines  and  ground  rules  for  the 
detailed  budgetary  review  performed  by  the  specialized  subcommittees.  It  would 
also  permit  some  improvement  over  the  current  situation,  in  which  overall 
Government  policy  often  seems  to  be  the  accidental  byproduct  of  budget  decisions 

Table  IV. — Economic  development  programs,  fiscal  year  1971 
[Dollar  amounts  in  billions] 

Program  category  Amount       Percent 

Transportation  facilities 

Natural  resources  and  regional  development 

Health  research  and  development _._ 

Education  and  general  research 

Manpower  development _ 

Aids  and  subsidies  to  business 

Total 35.2  100.  0 

397-702  0 — 71 21 
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36.9 
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on  the  various  departmental  requests,  rather  than  the  guiding  hand  behind  those 
decisions. 

The  underlying  theme  of  this  program  approach  to  Government  budgeting  is 
the  need  to  array  the  alternatives  so  that  deliberate  choice  may  be  made  among 
them.  It  has  its  counterpart  in  the  private  sector.  Many  families  might  rush  out 
and  spend  the  Christmas  bonus  for  a  new  car ;  a  more  prudent  family  may 
carefully,  although  subjectively,  consider  the  relative  benefits  of  a  new  car,  a 
long  summer  vacation,  or  remodeling  the  basement.  Similarly,  a  well-managed 
company  would  not  impulsively  decide  to  devote  an  increase  in  earnings  to  raising 
dividends,  but  would  consider  in  detail  the  alternative  uses  of  the  funds — 
embarking  on  a  new  research  program,  rebuilding  an  obsolescent  manufacturing 
plant,  or  developing  a  new  overseas  operation. 

Application  to  the  fiscal  year  1971  budget 

It  might  be  useful  to  analyze  the  President's  budget  for  the  fiscal  year  1971 
using  the  framework  here  presented  so  as  to  see  what  changes  in  priorities  are 
implicit  in  it.  The  actual  figures  for  the  fiscal  year  1969  are  taken  as  the  basis 
for  comparison ;  hence,  the  increases  (and  decreases)  between  1969  and  1971  are 
indicative  of  the  revisions  in  priorities  made  thus  far  by  the  Nixon 
Administration. 

As  shown  in  table  V,  the  public  welfare  area  is  the  major  area  of  expansion ; 
it  has  received  slightly  more  than  one-half  of  the  increased  funds  during  the 
2-year  period.  In  contrast,  national  security  has  been  reduced  substantially.  Both 
economic  development  and  Government  operations  show  expansion  between  1969 
and  1971,  but  of  considerably  smaller  magnitudes  than  public  welfare. 

The  lower  half  of  the  table  shows  the  more  specific  program  categories  which 
have  experienced  gains  or  losses  of  $1  billion  or  more  during  the  2-year  period. 
They  correspond  by  and  large  to  the  movements  in  the  larger  functional 
categories. 

Two  shortcomings  in  the  analysis 

Any  analysis  of  governmental  priorities  is  inherently  limited  to  the  items 
which  are  contained  in  the  budget  itself.  At  present  two  major  types  of  govern- 
mentally-related  activities  are  not  included  in  the  budget  proper.  Let  us  try  to 
identify  these  activities  and  attempt  to  incorporate  them  into  the  analysis. 

Government  credit  programs. — The  first  category  of  items  omitted  from  the 
Federal  budget  consists  primarily  of  uses  of  the  credit  of  the  Federal  Government. 
The  bulk  of  Federal  credit  assis*^ance  programs  is  now  financed  outside  the 
budget  by  means  of  (1)  various  loan  guarantee  techniques  and  (2)  loans  made 
by  federally-sponsored  but  ostensibly  privately-owned  agencies. 

Of  the  estimated  $22.2  billion  net  increase  in  Federal  and  federally-assisted 
loans  outstanding  for  the  fiscal  year  1971,  only  $1.6  billion  are  direct  loans  whidi 
show  up  in  the  budget.  Table  VI  contains  detail  on  the  composition  of  the  $20.6 
billion  of  federally-assisted  credit  programs  which  are  not  contained  in  the 
budget  proper.  There  is  little  Government  control  over  the  expansion  of  these 
federally-assisted  loans  outside  the  budget  and,  hence,  li*^tle  overall  consideration 
can  be  given  to  their  impact  on  financial  markets  and  on  the  economy. 

Table  V. — Major  shifts  in  the  Federal  budget,  fiscal  years  1969-71 
[In  billions  of  dollars] 

Category  Amount  of 

change 

A.  Basic  goal: 

Public  welfare -- - -1-15.9 

Economic  development. -FIO.  4 

Government  operations,  etc -- -f-6. 6 

National  security. -.  —7.3 

B.  Program  area: 

Life  insurance  and  retirement  (including  Medicare).. .-  -1-12.8 

Natural  resources  and  regional  development -f-4. 2 

Transportation  facilities -f3. 6 

Public  assistance. -1-2.6 

Interest  payments .' -1-2.4 

CivUian  and  military  pay  increases -1-1.4 

Contingencies 4-1. 2 

Manpower  development -1-1. 0 

U.S.  military  forces .-  —7.  3 
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The  largest  single  category  of  federally-assisted  private  credit  is  to  the  home 
mortgage  market.  This  is  accomplished  through  a  variety  of  mechanisms.  The 
Federal  Housing  Administration  and  the  Veterans'  Administration  guarantee 
and  insure  individual  home  mortgages.  The  now  privately-owned  Federal  Na- 
tional Mortgage  Association  (Fannie  Mae)  oi)erates  a  secondary  market  for  FHA 
mortgage  lenders.  The  Federal  home  loan  banks  raise  and  provide  funds  for 
the  savings  and  loan  institutions  which  are  important  sources  of  mortgage  credit. 
Most  recently,  the  wholly  federally-owned  Government  National  Mortgage  As- 
sociation (Ginny  Mae)  issues  mortgage-backed  securities,  which  is  an  attempt 
to  sell  indirectly  mortgages  to  investors  who  prefer  other  types  of  investment 
instruments. 

So  long  as  federally-assisted  loans  and  loan  guarantees  are  excluded  from  the 
budget  and  thus  are  not  subject  to  effective  controls,  there  are  strong  incentives 
to  convert  from  direct  loans  to  these  more  indirect  techniques.  We  need  to 
acknowledge  that  these  indirect  technique®  possesis  important  advantages 
(particularly  from  the  viewpoint  of  the  program  advocates)  as  well  as 
disadvantages. 

Viewed  objectively,  these  federally-assisted  borrowings  are  absorbing  a 
rapidly  increasing  portion  of  the  total  of  private  credit  flows  in  the  economy, 
up  from  13  percent  in  the  fiscal  year  1969  to  perhaps  25  percent  in  fiscal  1971. 
Because  they  are  based  on  the  credit  standing  of  the  U.S.  Government,  these  pro- 
grams are  largely  insulated  from  the  credit  rationing  impact  of  monetary  policy 
and  financial  market  restraints  imposed  on  other  private  loans.  Beyond  that, 
in  many  cases,  Federal  interest  subsidies  insulate  these  borrowers  from  increases 
in  market  rates  of  interest. 

As  you  may  know,  a  subcommittee  of  the  Cabinet  Committee  on  Economic 
Policy  has  been  studying  the  operation  of  the  unified  budget,  with  special  at- 
tention to  the  treatment  of  Federal  credit  programs.  As  chairman  of  this  activ- 
ity, I  would  like  to  be  in  a  position  to  report  that  we  have  come  up  with  a  sure 
fire  solution.  However,  that  is  not  the  case,  at  least  not  yet. 

Table  VI. — Net  change  in  outstanding  federally  assisted  private  credit 

[In  millions  of  dollars] 


Selected  programs 


1969-70 


1970-71 


Guaranteed 
and  insmred 


Government    Guaranteed    Government 
sponsored      and  insured      sponsored 


National  defense: 

Foreign  military  aid 

International  affairs  and  finance: 

Foreign  economic  aid 

Export-Import  Bank 

Agriculture  and  rural  development: 

Farmers  Home  Administration 

Banks  for  cooperatives 

Intermediate  credit  banks 

Federal  land  banks 

Commerce  and  transportation: 

Economic  Development  Administration. 

Maritime  Administration 

Small  Business  Administration 

Interstate  Commerce  Commission 

Community  development  and  housing: 

Urban  renewal 

Public  housing 

Communities  loans 

Federal  Housing  Administration 

Mortgage-backed  securities  (GNMA) 

Fannie  Mae  (FNMA) 

Federal  Home  Loan  Banks 

Education  and  manpower: 

Student  loans 

Academic  facilities  loans 

College  housing  loans 

Health:  Medical  facilities 

Veterans'  benefits  and  services: 

Veterans  Administration 

General  government 


Total 

Deduct:  double  coimting. 


90 


366 

1,179 


14 

23 

365 

-10 

371 

1,043 

40 

5,202 

500 


713 
100 
50 


130 

-2 


10,  761 

6,548 


97 
436 
577 


5,648 
4,487 


11, 245 


Net  total. 


4,213 


11,245 


25 

513 _- 

1,301 

2,258 

103 

479 

582 

24 

131 

481 

-10 

456 

1,426 

55 

7,877 

1,000 

4,600 

2,400 

704 

200 

200 

92 

1,888 

111  

18, 731                   8, 164 
5,938 

12, 793  8. 164 
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We  have  been  exploring  alternative  methods  whereby  the  various  forms  of 
federally-assisted  credit  can  be  reviewed  in  a  more  comprehensive  manner  so 
as  to  permit  more  effective  allocation  of  credit  resources.  While  the  precise 
economic  impact  of  credit  assistance  is  difficult  to  determine,  certainly  it  would 
be  desirable  to  focus  greater  attention  on  these  programs,  both  those  "in"  and 
"out"  of  the  budget,  in  tlie  formuiation  of  overall  fiscal  and  monetary  policy. 

One  method  of  providing  some  aggregate  control  over  these  "extra-budget" 
credit  programs  would  be  to  impose  a  ceiling  on  the  total  borrowing  of  Federal 
and  federally-sponsored  credit  agencies,  both  those  "in"  and  "out"  of  the  budget. 
Also,  such  a  ceiling  could  be  enacted  on  the  overall  volume  of  debt  created  under 
Federal  loan  insurance  and  guarantee  activities. 

Another  alternative  would  be  to  establish  quantitative  controls  over  all  Federal 
credit  programs,  including  Government-guaranteed  and  Government-sponsored 
loans  as  well  as  on  direct  lending  by  Federal  agencies. 

Several  steps  in  this  direction  were  taken  in  the  fiscal  1971  budget  document. 
For  the  first  time,  the  basic  summary  table  in  the  President's  budget  message 
included  a  section  on  outstanding  Federal  and  federally-assisted  credit.  More- 
over, the  companion  volume  of  special  analyses  of  the  budget  contains  an  ex- 
panded section  on  "Federal  Credit  Programs,"  which  provides  considerable 
detail  on  Federal  loan  guarantees  and  Government-sponsored  agency  credit. 

Any  comprehensive  analysis  of  governmental  priorities  needs  to  take  account 
of  the  operation  of  these  federally-assisted  credit  programs.  They  can  strongly 
influence  the  allocation  of  credit  and,  hence,  the  distribution  of  real  resources, 
thus  adding  to  the  economic  impact  implied  from  an  examination  limited  to  the 
budget  proper. ' 

Tax  aids. — There  is  a  second  type  of  governmentally-related  activity  which  is 
not  included  in  the  budget  proper.  Through  special  exemptions,  deductions,  and 
credits,  and  through  departures  from  general  concepts  of  net  income,  the  tax 
system  operates  so  as  to  affect  the  private  economy  in  ways  that  might  alter- 
natively be  accomplished  by  direct  Government  expenditures.  For  example,  the 
expenditure  side  of  the  budget  properly  records  items  for  medical  assistance. 
However,  nowhere  in  the  budget  is  account  taken  of  the  $95  million  a  year  fore- 
gone by  the  tax  system  by  reason  of  the  special  exemption  for  sick  pay  paid 
to  employees.    / 

The  natural  resource  agencies  of  the  Federal  Government,  such  as  the  De- 
partment of  t^e  Interior,  dutifully  record  outlays  for  programs  in  those  areas. 
However,  no  mention  is  made  of  the  substantial  assistance  to  natural  resource 
industries  through  depletion  allowances  and  other  special  tax  provisions. 

It  may  be  useful,  therefore,  to  attempt  to  quantify  the  expenditure  equivalents 
of  at  least  the  more  obvious  benefit  provisions.  To  be  sure,  this  is  a  difficult 
undertaking  involving,  as  in  the  other  classifications  presented  in  this  statement, 
many  arbitrary  categorizations.  Just  which  tax  measures  can  be  said  to  fall  in 
the  category  of  special  provisions  often  require  subjective  decisions. 

It  is  difficult  to  decide  which  tax  rules  are  integral  to  a  tax  system  in  order  to 
provide  a  balanced  tax  structure  and  a  proper  measure  of  net  income — as 
opposed  to  those  provisions  which  represent  departures  from  that  net  income 
concept  to  provide  relief,  assistance,  or  incentive  to  a  particular  group  or  activity. 

Tax  aids  have  the  outward  appearance  of  involving  no  Government  costs. 
They  are,  in  effect,  netted  out  of  receipts  by  the  taxpayers  themselves  so  that 
taxes  paid  by  taxpayers,  and  hence  taxes  collected  by  the  Government,  are  net 
after  adjustment  for  tax  concessions.  There  is  a  real  cost  to  the  Government  in 
terms  of  foregone  revenue  and  to  the  economy  as  a  whole  in  terms  of  the  in- 
creased share  of  current  national  output  available  to  the  beneficiary  of  the 
particular  tax  aid. 

In  theory.  Government  accounting  could  take  account  of  the  explicit  inclusion 
of  a  noncash  transaction  .such  as  tax  aids.  There  is  some  precedent  in  business 
accounting  practices.  One  business  item  related  to  sales,  sales  discounts,  is 
explicitly  measured.  Sales  discounts  are  similar  to  tax  aids  ;  both  are  nonmonetary 
transactions. 

The  tax  aid  as  measured  in  table  VII  is  the  difference  between  the  tax  actually 
paid  and  the  tax  that  would  otherwise  be  paid  in  the  absence  of  the  tax  aid 
provision.  The  difference  is  solely  the  immediate  revenue  effect  on  the  public 
sector  and  hence  the  immediate,  direct  income  effect  on  the  private  sector.  No 
induced  or  indirect  effects  are  taken  into  account,  although  these  could  be 
significant  in  some  cases. 

Table  VII  is  an  updated  version  of  a  Treasury  Department  analysis  earlier 
referred  to  as  "Tax  Expenditures."  A  few  words  of  caution  are  essential.  First 
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of  all,  the  very  phrase,  "Tax  Expenditures,"  is  a  contradiction  in  terms.  In  re- 
viewing the  staff  work  that  underlies  that  earlier  work,  I  found  that  the  original 
term  was  "Tax  Aids."  I  believe  that  it  is  more  useful  to  utilize  that  term. 

My  more  fundamental  concern  is  that  a  mere  tabulation  of  tax  aids  should  not 
be  labeled  a  listing  of  "loopholes."  The  purpo.se  is  informational,  to  illuminate 
the  cost  of  these  provisions.  As  a  general  matter,  I  find  the  case  rather  persuasive 
that  tax  incentives  often  can  result  in  more  of  a  private  sector  solution  of  some 
pressing  national  problem  than  a  direct  Federal  expenditure. 

However,  I  see  no  need  to  beg  the  question  as  to  whether  direct  expenditures 
or  tax  aids  are  preferable  in  any  given  program  area.  Tax  aids  are  one  among 
alternative  uses  of  potential  Federal  revenues  and  any  comprehensive  analysis 
needs  to  take  account  of  them.  Like  the  earlier  attempt  previously  cited,  the 
current  effort  is  not  a  complete  listing  of  all  the  tax  provisions  which  vary  from 
a  strict  definition  of  net  income.  In  good  measure,  the  purpose  is  to  be  illustrative 
rather  than  exhaustive. 

As  shown  in  table  VII,  personal  deductions  and  related  tax  benefits  to  indi- 
viduals in  the  category  of  "income  security"  constitute  by  far  the  largest  single 
portion  of  tax  aids — $16  billion  out  of  S44  billion  in  the  fiscal  year  1969. 

Tax  provisions  benefiting  business  in  general — such  as  the  since  repealed  in- 
vestment credit  and  the  continuing  surtax  exemption  (shown  under  "Commerce 
and  transportation") — are  the  second  largest  type  of  tax  aid.  Their  estimated 
cost,  in  foregone  revenue,  came  to  $9  billion  in  the  fiscal  year  1969. 

The  third  largest  tax  aid  category  benefits  are  directed  to  State  and  local 
governments.  The  deductability  of  State  and  local  taxes  and  related  provisions 
came  to  an  estimated  revenue  cost  of  $6  billion  in  1969. 

As  will  be  brought  out  more  clearly  in  the  following  section,  the  implied  priori- 
ties in  the  allocation  of  tax  aid  differs  somewhat  from  that  of  direct  budget 
outlays. 

A  summing  up 

It  may  be  useful  to  attempt  to  bring  together  in  one  analysis  the  direct  outlays 
of  the  Federal  Government,  the  tax  aids,  and  the  various  credit  programs. 
Frankly,  I  hesitate  to  do  so  for  fear  of  adding  the  proverbial  apples  and  oranges, 
although  those  do  add  up  to  pieces  or  pounds  of  fruit.  In  this  case,  they  all  add 
up  in  terms  of  dollars,  but  not  necessarily  in  terms  of  total  economic  impact. 
There  are  undoubtedly  different  effects  on  resource  allocation  among  direct 
Federal  purchases,  transfer  payments,  loans,  tax  aids  and  credit  backing.  Never- 
theless, I  believe  that  the  results  of  a  total  "summing  up"  are  helpful  to  any 
comprehensive  analysis  of  governmental  priorities. 

Table  VIII  shows,  on  the  basis  of  the  Federal  Government's  existing  functional 
classification,  direct  outlays  as  well  as  some  of  the  related  governmental  pro- 
grams that  are  not  included  in  the  budget. 

In  a  number  of  cases,  it  can  be  seen  that  the  direct  Federal  outlays  constitute 
a  relatively  small  proportion  of  the  total  volume  of  governmentally-related  finan- 
cial activity  affecting  a  given  program  area.  The  leading  example  may  be  com- 
munity development  and  housing  where  only  $2.0  billion,  or  1  percent,  of  the 
Federal  expenditures  were  devoted  to  this  area  in  the  fiscal  year  1969,  but  the 
assistance  through  $4.8  billion  of  tax  aids  and  $8.7  billion  of  credit  programs 

Table  VII. — Summary  of  estimated  tax  aids,  fiscal  years  1968  and  1969 
[In  millions  of  dollars] 

Tax  aids  by  budget  function  1968  1969 

National  defense. _ 500  550 

International  affairs  and  finance _ _ _ 370  410 

Agriculture  and  rural  development 930  1,000 

Natural  resources  (e.g.,  depletion  allowances) - --  1,605  1,765 

Commerce  and  transportation  (e.g.,  investment  credit  and  surtax  exemption) 7, 775  9,  200 

Community  development  and  housing  (e.g.,  deduction  of  interest  and  taxes  on  resi- 
dence)  _ 3,950  4,800 

Income  security  (e.g. ,  personal  deductions) ..-  12, 950  15, 905 

Health  (e.g.,  deduction  of  medical  expenses) __ 2,600  3,000 

Education 720  800 

Veterans'  benefits  and  services _ _-_ 550  600 

Aid  to  State  and  local  government  (e.g.,  deduction  of  State-local  taxes) 4, 600  6, 150 

Total.- 36,550         44,180 

Source.— Appendix  B  to  this  statement. 
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came  to  over  six  times  the  budget  amount.  Other  program  areas  where  the  extra 
budget  activities  are  substantial  include  commerce  and  transportation  ($9  billion 
of  tax  aids) ,  income  security  ($16  billion  of  tax  aids) ,  and  agriculture  ($3  billion 
of  tax  aids  and  credit  assistance). 

However,  in  the  case  of  national  defense,  the  direct  outlays  account  for  virtu- 
ally all  of  the  program  area.  For  space,  interest,  and  general  government,  no  tax 
aids  or  governmentally-assisted  credit  activities  are  shown. 

In  contrast,  the  category  of  general  assistance  to  State  and  local  governments 
shows  no  direct  Federal  expenditures  in  the  fiscal  year  1969,  but  substantial 
amounts  of  tax  aids  (mainly  through  the  deductibility  of  State  and  local  taxes 
and  the  tax  exemption  of  interest  on  State  and  local  bonds).  The  proposed  pro- 
gram of  Federal  revenue  sharing  would  involve  direct  Federal  expenditures  for 
unrestricted  aid  to  States  and  localities. 

Clearly,  the  implied  ranking  of  priorities  which  is  based  on  examining  direct 
Federal  budget  outlays  is  subject  to  considerable  modification  when  account  is 
taken  of  those  related  Government  activities  which  take  the  place  of  direct 
expenditure.  However,  that  implicit  change  in  priorities  is  hardly  drastic.  At  the 
least,  some  attempts  to  more  formally  include  tax  aids  and  credit  programs  in  an 
analysis  of  Federal  priorities  would  appear  to  be  desirable. 

Conclusion 

This  presentation  has  offered  several  analytical  techniques  for  improving  the 
quality  of  decisionmaking  on  national  priorities.  As  we  enter  the  1970's,  filled 
with  a  mixture  of  hope  and  uncertainty  toward  onr  national  future,  it  seems 
clear  that  many  diflacult  and  important  decisions  and  choices  will  face  national 
policymakers. 

Even  in  an  economy  as  rich  and  productive  as  ours,  resources  are  limited. 
Claims  on  output  must  be  balanced  against  the  economy's  capacity  to  produce. 
As  always,  priorities  will  be  established,  either  by  design  or  by  default,  to  permit 
the  satisfaction  of  some  demands  over  others.  But  any  enlightened  attempt  to 
reorder  and  establish  priorities  cannot  take  place  until  we  possess  a  clear 
understanding  both  of  tlie  existing  general  ordering  of  priorities  and  the  nature 
of  the  possible  choices  to  be  made. 

Development  of  a  Government-wide  program  budget,  enabling  us  to  evaluate 
choices  which  cut  across  existing  agency  and  program  lines,  would  be  a  valuable 
asset  to  our  decisionmaking  efforts.  In  addition,  bringing  such  "extra-budgetary" 
items  as  Federal  credit  assistance  and  Federal  tax  aids  into  the  analytical 
framework  would  enable  us  to  have  a  more  complete  accounting  of  the  existing 
order  of  Federal  priorities. 

In  this  statement,  I  have  tried  to  show  how  both  of  these  analytical  techniques 
can  assist  Federal  policymlakers.  The  pressure  of  competing  demands  and  the 
need  for  exercising  hard  choices  makes  this  process  diflicult  enough  without 
further  complicating  matters  by  the  absence  of  adequate  information.  Hopefully, 
improvement  in  the  quality  of  our  information  can  lead  to  improvement  in  the 
quality  of  our  decisions. 

Table  VIII. — Federal  Government  outlays  and  related  activities,  fiscal  year  1969 

[In  millions  of  dollars] 


Function 


Direct        Selected     Government 
outlays         tax  aids         assisted  Total 

credit 


National  defense... 81,240 

International  affairs  and  finance 3,785 

Space  research  and  technology 4, 247 

Agriculture  and  rural  development 6, 221 

Natural  resources 2, 129 

Commerce  and  transportation _ 7,873 

Community  development  and  housing 1, 961 

Education  and  manpower 6,825 

Health 11,696 

Income  security 37,399 

Veterans  benefits  and  services 7,640 

Interest 15,791 

General  government 2,866 

Assistance  to  State  and  local  governments 

Adjustments —5, 117 

Total 184,556 


550                     115  81, 905 

410                    490  4, 685 

4,247 

1, 000                 2, 308  9, 529 

1,765 3,894 

9, 200                    220  17, 293 

4, 800                 8, 656  15, 417 

800                    632  8, 257 

3,000 14,696 

15,905 53,304 

600                1, 558  9, 798 

15,791 

2,866 

6,150 6,150 

-2,244  -7,361 

44,180              11,735  240,472 
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Appendix  B 

Explanation  of  tax  aids 

An  LmiK>rtant  recent  development  in  the  effort  to  make  the  Federal  budget  a 
more  usefu.1  tool  of  economic  policy  has  been  an  increasing  awareness  of  the 
growing  magnitude  of  fiscal  benefits  accruing  to  various  categories  of  taxpayers. 
Over  the  years  the  Federal  income  tax  structure  has  gradually  accumulated  a 
host  of  special  deductions,  credits,  excliisions,  exemptions,  and  preferential  rates 
designed  to  achieve  various  social  and  economic  objectives.  It  has  been  recognized 
that  these  selective  reductions  in  tax  liabilities  have  the  same  fiscal  impact  on 
the  budget  surplus  or  deficit  as  direct  increases  in  exi)enditures.  In  this  context 
they  have  been  termed  "tax  expenditures."  A  more  appropriate  term  might  be 
"tax  aids." 

In  the  broadest  sense  a  tax  aid  can  be  defined  as  any  identifiable  reduction  in 
tax  liability  by  an  individual  or  business  compared  to  a  tax  base  totally  devoid 
of  any  deduction  from  income  or  distinction  of  treatment  of  different  kinds  of 
income.  Such  a  definition  of  tax  expenditures  would  include  differences  in  tax 
liability  because  the  individual  was  married  or  single,  old  or  young,  healthy  or 
disabled,  lived  at  hoone  or  abroad,  was  charitable  or  uncharitable,  was  a  home- 
owner or  renter,  etc. 

But  to  group  together  without  distinction  all  deviations  from  a  theoretically 
neutral  tax  system  would  be  hopelessly  cumbersome  and  reduce  the  usefulness  of 
the  tax  expenditure  concept  as  an  added  measure  of  the  total  fiscal  impact  of 
the  Federal  budget  The  more  practical  approach  is  to  group  by  functional  spend- 
ing category  those  tax  aids  intended  to  encourage  private  action  to  resolve  vari- 
ous social  and  economic  problems  or  to  give  fiscal  relief  to  those  who  might  receive 
an  inadequate  share  of  current  productive  resources  under  a  completely  neutral 
tax  system.  In  most  cases  these  tax  aids  are  clearly  an  alternative  to  am 
equivalent  increase  in  Federal  expenditures  that  would  otherwise  be  required. 

The  first  compilation  of  tax  aids  under  this  approach  was  published  in  the 
1968  Annual  Report  of  the  Secretary  of  the  Treasury.  This  compilation  helped 
create  public  discussion  and  improved  understanding  of  the  program  aspects  of 
tax  aids.  It  also  helped  to  stimulate  program  analysis  of  tax  aids,  an  approach 
which  has  received  the  endorsement  of  President  Nixon.  In  his  tax  message  to 
the  Congress  of  April  1969,  the  President  stated : 

"Tax  dollars  the  Government  deliberately  waives  should  be  viewed  as  a  form 
of  exi>enditure,  and  weighed  against  the  priority  of  other  expenditures.  When 
the  preference  device  provides  more  social  benefit  than  Government  collections 
and  spending,  that  'incentive'  should  be  expanded ;  when  the  preference  is  in- 
eflScient  or  subject  to  abuse,  it  should  be  ended." 

In  addition  to  its  value  as  a  catalyst  for  program  analysis,  the  compilation 
has  va,lue  for  economic  analysis.  Such  compilations  focus  on  tax  aids  as  im- 
portant determinants  of  the  size  of  budget  deficits  and  surpluses.  The  overall 
magnitude  of  foregone  revenues  due  to  tax  aids  is  substantial  and,  if  the  budget 
is  not  balanced,  the  deficit  and  surplus  is  only  a  small  fraction  of  that  magnitude. 
Year  to  year  changes  in  tax  aid  magnitudes,  either  because  of  economic  growth 
or  through  legislative  actions,  affect  substantially  the  size  of  the  budget  deficit 
(or  surplus)  and  the  expansionary  (or  restrictive)  course  of  the  economy. 

Table  B  presents  an  updating  of  data  on  estimated  tax  aids  for  the  fiscal  years 
1968  and  1969  on  the  basis  of  the  current  functional  breakdown  of  Federal 

Table  B. — Estimated  tax  aids,  fiscal  years  1968  and  1969 
[In  millions  of  dollars] 

Tax  aids  by  budget  function  1968  1969 

National  defense: 

Exclusion  of  benefits  and  allowances  to  Armed  Forces  personnel 500  550 

International  affairs  and  finance: 

Exemption  for  certain  income  earned  abroad  by  U.S.  citizens 

Western  Hemisphere  trade  corporations 

Exclusion  of  gross-up  on  dividends  of  lessKieveloped  country  corporations.  .. 

Exclusion  of  controlled  foreign  subsidiaries 

Exclusion  of  income  earned  in  U.S.  possessions 

Total 


40 

45 

50 

55 

50 

55 

150 

165 

80 

90 

370 

410 
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Table  B. — Estimated  tax  aids,  fiscal  years  1968  and  1969 — Continued 

Tax  aids  by  budget  function  1968  1969 

Agriculture  and  rural  development: 

Farming:  expensing  and  capital  gain  treatment 800  860 

Timber:  capital  gain  treatment  for  certain  income 130  140 

Total 

Natural  resources: 

Expensing  of  exploration  and  development  costs. 

Excess  of  percentage  over  cost  depletion 

Capital  gains  treatment  of  royalties  on  coal  and  iron  ore. 

Total 

Commerce  and  transportation: 

Investment  credit 2,300  3,000 

Excess  depreciation  on  buildings  (other  than  rental  housing) 500  550 

Dividend  exclusion 225  260 

Capital  gains:  corporation  (other  than  agriculture  and  natural  resources) 500  525 

Excess  bad  debt  reserves  of  financial  institutions 600  660 

Exemption  of  credit  unions... 40  45 

Deductability  of  interest  on  consumer  credit 1,300  1,  600 

Expensing  of  research  and  development  expenditures 500  550 

$25,000  surtax  exemption 1,800  2,000 

Deferral  of  tax  on  shipping  companies 10  10 


930 

1,000 

300 

1,  300 

5 

330 

1,430 

5 

1,605 

1,765 

Total 7,775  9,200 


Community  development  and  housing: 

Deductibility  of  interest  on  mortgages  on  owner-occupied  homes 1, 900  2, 200 

Deductibility  of  property  taxes  on  owner-occupied  homes 1,800  2,350 

Excess  depreciation  on  rental  housing 250  250 


Total 3,950  4,800 

Income  security: 

Disability  insurance  benefits 100 

Provisions  relating  to  aged,  blind,  and  disabled:  Combined  cost  for  additional 
exemption  for  aged,  retirement  income  credit,  and  exclusion  of  social  security 

payments 2,300  2,700 

Additional  exemption  for  blind 10  10 

"Sick  pay"  exclusion 85  95 

Exclusion  of  unemployment  insurance  benefits 300  325 

Exclusion  of  workmens'  compensation  benefits 150  180 

Exclusion  of  public  assistance  benefits .- 50  50 

Treatment  of  pension  plans: 

Plans  for  employees.  _. 3,000  4,000 

Plans  for  self-employed  persons 60  135 

Exclusion  of  other  employee  benefits: 

Premiums  on  group  term  life  insurance 400  400 

Deductibility  of  accident  and  death  benefits 25  25 

Privately  financed  supplementary  unemployment  benefits. 25  15 

Meals  and  lodging 150  165 

Exclusion  of  interest  on  life  insurance  savings 900  1,000 

Deductibility  of  charitable  contributions  (other  than  education) 2, 200  3, 000 

Deductibility  of  child  and  dependent  care  expenses 25  25 

Deductibility  of  casualty  losses 70  80 

Standard  deduction 3,200  3,600 

Total 12,950  15,905 

Health: 

Deductibility  of  medical  expenses 1>  500  1, 600 

Exclusion  of  medical  insurance  premiums  and  medical  care... 1,100  1,400 

Total 2,600  3,000 

Education  and  manpower: 

Educational  expense  deduction 40 

Additional  personal  exemption  for  students 500  500 

Deductibility  of  contributions  to  educational  institutions 170  200 

Exclusion  of  scholarships  and  fellowships 50  60 

Total.... 720 800 

Veterans'  benefits  and  services: 

Exclusion  of  certain  benefits 550  600 

Aid  to  State  and  local  government: 

Exemption  of  interest  on  State  and  local  debt. 1,800  2,000 

Deductibility  of  nonbusiness  State  and  local  taxes  (other  than  on  owner-occupied 

homes). 2,800  4,150 

Total 4,600  6,150 
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expenditures.  The  present  compilation  is  not  intended  to  provide  a  fuU  and  com- 
plete accounting  in  a  theoretical  sense  of  all  tax  aids  in  the  income  tax  sitructure. 
It  is,  in  fact,  a  minimal  selection  of  tax  aids — minimal  in  the  sense  of  including 
only  acceptable  and  practical  choices.  Certain  tax  provisions  are  omitted  because 
their  inclusion  would  require  controversial  or  highly  theoretical  justifications. 
Others  are  omitted  because  the  underlying  data  is  diflicult  to  compile  and  present 
in  understandable  form  or  because  the  amounts  involved  are  not  quantitatively 
significant.  In  short,  the  choice  of  the  tax  aids  listed  is  largely  governed  by  the 
criteria  of  public  acceptability  and  practicality.^ 


Exhibit  15. — Remarks  by  Assistant  Secretary  Weidenbaum,  June  16,  1970,  before 
the  McGraw-Hill  Conference  on  Industry  and  Environment,  on  economics  and 
the  environment 

In  any  consideration  of  the  environment  and  how  to  improve  it,  there  seems 
to  be  a  division  of  labor.  Ecologists  and  other  scientists  are  supposed  to  dramati- 
cally and  vividly  get  across  the  notion  that  we  have  a  severe  pollution  problem. 
Engineers  and  other  more  practical  types  are  subsequently  charged  with  coming 
up  with  ways  of  cleaning  up  the  pollution  and  thus  improving  the  quality  of  our 
environment.  However,  then  the  economists  are  expected  to  fill  their  unique  role. 
We  are  supposed  to  get  up  and  say  why  we  cannot  afford  to  do  any  of  these 
desirable  things. 

I  am  going  to  try  to  depart  from  tradition  today  and  not  play  the  proverbial 
role  of  the  wet  blanket  Rather,  my  task  is  to  attempt  to  show  how  we  can — not 
necessarily  that  we  will — but  how,  using  sensible  solutions,  we  can  very  much 
afford  to  clean  up  our  environment. 

First  of  all,  some  perspective  is  useful.  The  Federal  Government  currently  is 
embarking  upon  a  major  increase  in  exi)enditures  for  reducing  pollution  and 
otherwise  improving  the  quality  of  the  American  environment.  From  a  level  of 
$644  million  last  year,  we  anticipate  that  such  outlays  are  running  at  the  rate 
of  $785  million  this  year  and  will  reach  $1.1  billion  in  the  fiscal  year  1971.  This 
more  than  50-percent  expansion  during  a  2-year  period  is  creating  undoubtedly 
one  of  the  major  growth  areas  of  the  American  economy.  The  1971  figure  repre- 
sents a  more  than  fivefold  increase  from  a  decade  ago. 

All  indications  point  to  a  long-term  continuation  of  the  growth  of  Government 
si)ending  in  the  area  of  the  environment.  However,  candor  requires  me  to  point 
out  that  very  heavy  pressures  on  the  Federal  budget  are  likely  to  dampen  down 
the  growth  rate  of  any  Government  spending  program,  no  matter  how  worthy. 

The  Administration  has  announced  revisions  in  the  budget  estimates  for  the 
fiscal  years  1970  and  1971  which  show  small  deficits  rather  than  the  small  sur- 
pluses indicated  earlier.  The  budget  situation  is  likely  to  remain  relatively  tight 
for  some  time.  Nevertheless,  environmental  planning  is  basically  a  long-term 
affair.  Hence,  I  believe  that  it  would  be  useful  to  focus  on  the  period  beyond  the 
immediate  shortrun. 

As  a  starting  point  for  any  long-term  economic  and  financial  analysis,  I  find 
it  useful  to  refer  to  the  innovative  5-year  projections  that  the  Administration 
economists  prepared  and  which  were  included  in  the  President's  budget  for  the 
fiscal  year  1971.  These  projections  show  that,  by  the  fiscal  year  1975,  Federal 
revenues  from  the  existing  tax  system  will  increase  by  about  $64  billion  from 
the  current  level.  Of  course,  these  and  the  other  figures  that  I  will  present  are 
based  on  a  set  of  economic  assumptions.  Although  I  will  not  go  into  them,  I  think 
that  you  will  find  that  they  are  quite  reasonable. 

On  the  other  side  of  the  ledger,  when  we  cost  out  the  future  impact  of  the 
existing  program  structure  of  the  Federal  Government,  we  estimate  that  expend- 
itures for  all  Government  programs  in  the  fiscal  year  1975  would  be  about 
$28  billion  above  the  current  level.  The  revenue  growth  of  $64  billion,  less  the 
expenditure  increase  of  $28  billion,  would  seem  to  provide  a  comfortable  cushion 
of  $36  billion  for  fiscal  1975. 

I  am  afraid  that,  here,  I  am  going  to  be,  at  least  for  awhile,  the  wet  blanket. 
The  Federal  budget  is  not  set  in  concrete;  changes  will  continue  to  be  made  in 
it.  For  example,  the  1971  budget  itself  contains  new  initiatives — such  as  welfare 


^  For  a  detailed  explanation  of  the  tax  aids  in  table  B,  see  1968  annual  report,  pages 
330-337. 
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reform  and  revenue  sharing — which  are  estimated  to  cost  $16  billion  in  the  fiscal 
year  1975.  At  this  point,  I,  of  course,  do  not  know  what  new  initiatives  will  be 
undertaken  in  the  fiscal  year  1972,  or  1973,  or  1974,  or  1975.  But  there  is  some- 
thing that  I  can  say  with  considerable  assurance,  and  that  is  that  there  will  be 
new  initiatives  over  these  years. 

Clearly,  several  more  sets  of  $16  billion  a  year  in  new  initiatives  would  more 
than  use  up  that  $36  billion  margin  in  the  fiscal  year  1975. 

Hence,  even  though  there  is  some  room  for  flexibility  in  the  Federal  budget, 
it  is  quite  clear  to  me  that  the  existing  revenue  structure,  which  is  not  a  par- 
ticularly low  one,  does  not  permit  too  great  a  variety  of  ambitious  and  costly 
new  undertakings  in  the  years  ahead.  One  rather  simple  reaction  to  this  type 
of  analysis,  of  course,  is  to  blithely  come  up  with  large  new  tax  programs  to 
cover  new  expenditure  recommendations  (which  I  take  to  be  quite  a  different 
matter  from  raising  revenues  to  meet  expenditure  commitments  which  already 
have  been  made).  New  taxes  may  seem  to  be  an  easy  financing  approach  for  the 
proponents  of  a  new  spending  program.  However,  I  have  failed  in  recent  years 
to  notice  any  ground  swell  of  public  opinion  in  favor  of  raising  taxes  substan- 
tially above  their  current  levels.  Indeed,  while  I  have  come  across  numbers  of 
people  who  think  that  the  other  fellow  may  be  undertaxed,  I  do  not  recall  many 
complaining  to  the  Treasury  that  their  own  tax  bills  were  too  low. 

Hence,  I  think  that  we  need  to  be  thinking  of  some  hard  answers  to  the  hard 
question  of  how  are  we  going  to  finance  the  necessary  improvements  in  the 
quality  of  our  environment.  Here  I  would  think  that  an  economist  has  some- 
thing to  say.  It  may  not  be  pleasant,  but  I  hope  that  it  is  useful. 

As  I  survey  the  various  estimates  of  the  growing  future  costs  of  cleaning  up 
the  iwllution  which  has  not  yet  been  created,  but  which  is  likely  to  occur  on  the 
basis  of  present  practices,  the  economist  in  me  is  greatly  stirred. 

In  a  sense,  I  am  offended  by  the  prospect  of  our  having  to  devote  an  ever 
larger  share  of  our  national  resources  to  cleaning  up  an  even  faster  growing 
mountain  of  pollution.  Rather,  I  am  impressed  by  the  desirability  of  all  of  us 
adopting  methods  of  producing  and  consuming  which  are  less  polluting  than  our 
present  practices. 

The  President  was  getting  at  this  point  in  his  environmental  message  of  Feb- 
ruary 10,  1970.  In  discussing  one  particular  aspect  of  the  pollution  problem, 
the  disposal  of  solid  waste,  he  said : 

"One  way  to  meet  the  problem  of  solid  wastes  is  simply  to  surrender  to  it: 
to  continue  pouring  more  and  more  public  money  into  collection  and  disposal  of 
what  happens  to  be  privately  produced  and  discarded." 

However,  President  Nixon  went  on  to  state.  "This  is  the  old  way ;  it  amounts 
to  a  public  subsidy  of  waste  pollution."  He  pointed  to  a  more  constructive 
approach : 

"If  we  are  ever  truly  to  gain  control  of  the  problem,  our  goal  must  be  broader : 
to  reduce  the  volimie  of  wastes  and  the  difficulty  of  their  disposal,  and  to  encour- 
age their  constructive  reuse  instead." 

In  that  vein,  as  an  economist,  I  find  one  general  approach  particularly  appeal- 
ing— to  make  the  act  of  polluting  more  expensive  to  the  polluter  than  not  pollut- 
ing, and  sufficiently  more  expensive  that  he,  she,  or  it  will  change  their  current 
v\'ays  of  doing  things. 

Let  us  face  it.  Far  too  frequently,  polluting  is  more  profitable,  or  cheaper,  or 
easier,  than  not  polluting.  The  simple-minded  solution  that  we  hear  far  too 
often  these  days  seems  to  be  to  tear  down  that  capitalistic  structure  which  is 
doing  the  polluting.  To  use  the  most  scholarly  and  expressive  language  that  I 
can  marshal,  that  is  pretty  stupid.  It  is  certainly  hardly  necessary  for  the  pur- 
pose. For  one  thing,  I  am  not  aware  of  any  highly  advanced  noncapitalistic 
society  that  has  been  able  to  avoid  pollution  on  a  large  scale. 

Here  the  economist,  I  think,  does  have  a  way  out.  The  price  system  really  does 
work  to  allocate  resources  efficiently,  whether  the  society  is  capitalistic  or 
socialistic.  Hence,  in  order  to  make  the  price  system  work  in  the  way  that  we 
want  it — to  discourage  pollution — we  need  to  attach  some  form  of  economic  dis- 
incentive to  the  creation  of  pollution. 

In  a  sense,  the  social  cost  of  pollution  now  borne  by  society  as  a  whole — 
whether  in  the  form  of  smog  or  contaminated  rivers — needs  to  be  shifted  back 
to  the  polluter  himself.  I  do  not  mean  this  as  a  form  of  punishment  but,  rather, 
as  a  direct  incentive  to  change  to  less  polluting  ways  of  doing  things.  This  is  a 
critical  point.  If  instead  we  are  going  the  eleemosynary  route  and  have  society 


310    19  70  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

or  the  Treasury  pick  up  the  cost,  we  are  not  introducing  any  incentive  to  reduce 
lx)llution. 

Again,  I  would  like  to  quote  a  pertinent  section  from  the  President's  landmark 
message  on  the  environment : 

"The  fight  against  pollution  *  *  *  is  not  a  search  for  villains.  For  the  most  part, 
the  damage  done  to  our  environment  has  not  been  the  work  of  evil  men.  *  *  * 
It  results  not  so  much  from  choices  made,  as  from  choices  neglected ;  not  from 
malign  intention,  but  from  failure  to  take  into  account  the  full  consequences  of 
our  actions. 

The  next  passage,  again,  is  not  taken  from  the  works  of  ,an  economist,  although 
many  of  us  might  like  to  be  able  to  claim  the  authorship,  but  from  the  President's 
message : 

"Quite  inadvertently,  by  ignoring  environmental  costs,  we  have  given  an  eco- 
nomic advantage  to  the  careless  polluter  over  his  more  conscientious  rival.  While 
adopting  laws  prohibiting  injury  to  persons  or  property,  we  h.ave  freely  allowed 
injury  to  our  shared  surroundings." 

The  basic  idea  is  that  a  product  should  be  valued  partly  in  terms  of  its  burden 
on  the  environment.  At  present,  much  of  the  "cost"  of  pollution  is  borne  by  the 
public  at  large.  To  the  extent  that  individuals,  business  firms,  or  other 
organizations  whose  actions  contribute  to  pollution  can  be  forced  to  absorb  some 
of  these  hitherto  "external  costs,"  the  market  can  be  made  to  work  against, 
rather  than  for,  pollution.  Thus,  producers  will  have  more  incentive  to  "econ- 
omize" on  pollution,  similar  to  their  developing  methods  of  reducing  labor  and 
materiel  costs. 

There  are  a  number  of  alternative  ways  of  promoting  this  general  approach. 
For  example,  a  tax  could  be  levied  upon  the  legal  act  of  polluting.  Alternatively, 
regulatory  actions  could  be  instituted  either  separately  or  perhaps  in  connection 
with  a  related  tax  payment.  At  the  other  end  of  the  spectrum  is  legal  action  to 
make  certain  types  of  pollution  unlawful.  Enforcement  could  include  perhaps  levy- 
ing fines,  or  taking  more  drastic  .action  if  the  polluting  continues  to  be  performed. 

I  do  not  mean  to  beg  the  question  as  to  what  level  of  pollution  control  or 
reduction  to  aim  for.  I  merely  leave  that  most  important  determination  to 
others.  However,  I  sense  that,  of  necessity,  we  will  have  to  stop  substantially  short 
of  any  simple-minded  notion  of  totally  eliminating  pollution.  Let  me  cite  a  small, 
personal  example.  I  find  that  my  office  generally  is  cleaned  once  a  day.  I  am 
sure  that  it  would  be  cleaner  if  that  were  done  hourly ;  but  the  inconvenience 
that  it  would  cause  me,  plus  the  added  cost,  would  not  be  worth  it.  In  a  crude 
sense,  I  also  find  a  parallel  with  the  concern  over  obtaining  the  best  possible 
education.  There  used  to  be  a  running  debate  between  some  professional  educa- 
tors, who  favored  "the  best  possible  education,"  .and  those  of  us  more  mercenary 
types  who  advocate  high  quality  education  but  would  stop  somewhat  short  of 
devoting  100  i)ercent  of  the  GNP  to  education.  In  the  case  of  environmental 
pollution,  as  well  as  other  potential  objects  of  Government  spending,  we  are 
going  to  have  to  consider  determining  where  the  costs  begin  to  exceed  the  bene- 
fits and  even  where  the  margin  of  benefits  over  costs  is  less  than  that  for  other 
claims  on  our  resources. 

Gretting  back  to  taxes  as  an  instrument  for  reducing  pollution,  I  find  an  array 
of  alternatives  ayailable.  The  tax  might  well  be  high  enough  to  cover  the  cost 
of  cleaning  up  the  pollution.  This  would  bring  the  social  and  private  costs  closer 
together. 

One  possible  application  is  to  the  junk  automobile,  which  we  are  "producing" 
in  ever  growing  numbers.  The  rate  of  abandonment  is  increasing  rapidly.  Here 
in  New  York  City,  2500  cars  were  towed  away  as  abandoned  on  the  streets  a 
decade  ago.  In  1964,  25,000  were  towed  away  as  abandoned ;  in  1969  the  figure 
was  more  than  50,000. 

The  way  to  provide  the  needed  incentive  is  to  apply  to  the  automobile  the  prin- 
ciple that  its  price  should  include  not  only  the  cost  of  producing  it,  but  also  the 
cost  of  disposing  of  it.  The  Council  on  Environmental  Quality  is  now  studying 
methods  such  as  the  bounty  payment  (finance<l  by  a  special  tax  on  auto  produc- 
tion) to  promote  the  prompt  scrapping  of  all  junk  autos. 

In  many  other  cases,  however,  the  tax  could  be  sufficiently  high  that  it  be- 
comes a  type  of  protective  tariff.  That  is,  it  does  not  really  bring  in  any  substantial 
amount  of  revenue.  But  by  encouraging  less  polluting  methods,  the  tax  reduces  the 
need  for  Government  expenditures  to  clean  up  the  pollution.  This  latter  approach, 
of  course,  is  reinforced  by  the  budget  outlook  analysis  that  I  presented  here 
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earlier.  But  even  if  that  were  not  the  case — even  if  the  budget  situation  were  in  a 
happier  one — I  still  would  see  great  charm  to  a  "birth  control"  approach  to 
pollution,  to  the  extent  possible. 

Even  though  I  find  this  approach  instinctively  attractive,  I  doubt  whether  it 
will  suifice.  It  is  more  likely  to  work  on  prospective  new  production  and  con- 
sumption facilities,  which  have  not  yet  been  built  and  paid  for.  However,  it  may 
be  inappropriate  or  highly  inequitable  in  the  case  of  facilities  which  are  already 
in  existence  and  which  were  constructed  in  good  faith  under  a  different  set  of 
ground  rules. 

Hence,  the  case  for  some  direct  Government  expenditures  and/or  substantial 
tax  benefits,  particularly  during  a  long  transition  period,  may  be  quite  strong. 

However,  I  doubt  whether  the  tax  and  expenditure  systems  by  themselves  will 
suflice  as  devices  for  achieving  the  desired  level  of  improvement  in  the  quality 
of  our  physical  environment.  Despite  our  general  distaste  for  governmental  con- 
trols, pollution  control  appears  to  be  one  of  the  necessary  exceptions. 

In  many  areas,  strict  standards  and  strict  enforcement  will  be  necessary,  not 
only  to  insure  compliance  but  also  in  fairness  to  those  who  have  voluntarily 
assumed  the  often  costly  burden  while  their  competitors  or  neighbors  have  not. 
Without  effective  Government  standards,  industrial  firms  that  si^end  the  necessary 
money  for  pollution  control  may  find  themselves  at  a  serious  economic  dis- 
advantage as  against  their  less  conscientious  competitors. 

Similarly,  without  effective  Federal  standards.  States  and  communities  that 
require  such  controls  may  find  themselves  at  a  disadvantage  in  attracting  in- 
dustry, as  against  more  i>ermissive  rivals.  Air  pollution,  particularly,  is  no 
respecter  of  political  boundaries.  A  community  that  sets  and  enforces  strict 
standards  may  still  find  its  air  polluted  from  sources  in  another  community  or 
State. 

To  sum  up,  I  do  not  believe  that  we  will  have  available  resources  to  clean  up 
all  of  the  pollution  that  could  possibly  be  generated  in  the  United  States  in  the 
coming  decade,  much  less  in  the  period  beyond  that.  The  approach  that  is  feas- 
ible and  more  economically  desirable  is  to  encourage  business,  government,  and 
consumers  alike  to  so  change  their  ways  of  producing  and  consuming  as  to  reduce 
the  amount  of  pollution  that  is  created  in  the  first  place. 

As  President  Nixon  stated  in  transmitting  his  message  presenting  a  com- 
prehensive program  to  reduce  pollution,  "  *  *  *  "We  at  last  will  succeed  in 
restoring  the  kind  of  environment  we  deserve." 


Public  Debt  and  Financial  Management 

Exhibit  16. — Statement  by  Secretary  Kennedy  May  25,  1970,  before  the  House 
Ways  and  Means  Committee,  on  the  public  debt  limit 

We  greatly  appreciate  the  prompt  scheduling  of  these  hearings  on  the  debt 
limit  in  view  of  the  need  to  complete  action  before  the  end  of  the  fiscal  year. 

As  you  will  recall,  in  the  debt  limit  hearings  a  year  ago  we  requested  a  new 
permanent  statutory  ceiling  for  the  Federal  debt  on  a  basis  which  would  be 
more  consistent  with  the  unified  budget  concept  than  the  present  definition.  As 
I  said  on  that  occasion,  the  intent  was  to  establish  a  ceiling  which  would  meet 
the  Federal  Government's  needs  indefinitely  so  long  as  we  were  successful  in 
maintaining  a  balance  in  the  budget. 

I  am  sure  you  are  all  aware  of  the  announcement  of  May  19  that  the  unified 
budget  for  fiscal  year  1970  is  now  estimated  to  be  in  deficit  by  approximately  $1.8 
billion,  compared  with  the  surplus  of  $1.5  billion  estimated  in  February.  And, 
similarly,  the  budget  for  fiscal  year  1971,  taking  into  account  both  our  policies 
to  restrain  exi>enditures  and  our  requests  for  an  additional  $3.1  billion  of  taxes, 
is  expected  to  be  in  deficit  by  approximately  $1.3  billion,  compared  with  the 
February  estimate  of  .a  surplus  of  $1.3  billion. 

The  Budget  Director  will  comment  in  more  detail  on  the  expenditure  outlook. 
I  would  emphasize,  however,  that  the  new  estimates  for  outlays  in  both  fiscal 
year  1970  and  fiscal  year  1971,  if  held  with  the  help  of  the  Congress,  demonstrate 
the  strength  of  our  commitment  to  expenditure  control.  The  projected  spending 
increase  of  $7.4  billion  from  fiscal  1970  to  fiscal  1971  amounts,  for  instance,  to 
3.7  percent,  which  would  be  the  lowest  percentage  increase  in  a  number  of 
years. 
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Lower  estimated  revenues  contribute  to  the  small  projected  deficits  in  both 
fiscal  year  1970  and  1971.  Apart  from  the  effects  of  proposed  legislation,  revenues 
have  been  reduced  by  $3  billion  in  the  current  year  and  $1.1  billion  in  fiscal  1971, 
in  both  cases  largely  reflecting  lower  estimates  of  corporate  profit  tax  receipts. 
This  slippage,  in  part  at  least,  appears  to  refiect  a  lower  than  anticipated  level 
of  corporate  profits  during  the  first  part  of  this  calendar  year.  It  does  not  reflect 
any  relaxation  of  our  continuing  efforts  to  control   inflation. 

I  might  also  emphasize  that  the  changes  in  the  estimates  are  relatively  small. 
Therefore,  if  the  Congress  had  adopted  our  recommendation  of  a  year  ago  for 
a  statutory  debt  limit  consistent  with  the  unified  budget  concept,  it  would  prob- 
ably not  be  necessary  to  reconsider  the  limit  at  this  time.  It  is  my  continuing 
judgment,  indeed,  that  the  interest  of  both  the  Congress  and  the  public  would 
best  be  served  if  the  debt  subject  to  limit  were  brought  more  in  accord  with  the 
unified  budget  concept.  At  the  very  least,  then,  changes  in  the  debt  subject  to 
limit  could  be  related  more  directly  and  more  easily  to  the  overall  surplus  or 
deficit  in  the  unified  budget. 

In  view  of  the  very  heavy  legislative  burden  which  rests  upon  this  committee 
and  upon  the  Congress  at  the  present  time,  this  may  not  be  a  timely  occasion  for 
pursuing  a  basic  revision  in  the  concept  of  the  debt  limit.  I  recognize,  for  ex- 
ample, that  this  committee  has  had  to  put  aside  temporarily  the  very  important 
foreign  trade  hearings  on  which  it  had  been  focusing  its  attention  to  consider 
the  question  of  the  debt  limit.  I  am,  therefore,  providing  the  committee  with 
a  table  showing  what  will  be  required  to  permit  an  orderly  financing  of  the 
Federal  Government's  requirements  during  fiscal  year  1971  based  upon  the 
present  definition  of  the  debt  subject  to  limit  (see  table  I ) . 

This  table  has  been  drawn  on  the  assumption  of  a  constant  cash  balance  of 
$6.0  billion  with  a  further  allowance  for  contingencies  of  $3.0  billion.  In  the 
past,  we  have  for  these  purposes  usually  assumed  a  cash  balance  of  $4  billion. 
That  figure  has  become  increasingly  unrealistic  in  view  of  the  greater  size  of 
the  Federal  budget  and  unavoidable  fluctuations  in  the  balance  from  day-to-day 
and  week-to-week.  As  shown  in  table  II,  our  actual  cash  balance  has  averaged 
more  than  $5  billion  in  recent  years,  and  has  declined  in  relation  to  expendi- 
tures, to  little  more  than  1  week's  outpayments.  We  cannot  practicably  plan  on 
reducing  our  balances  further.  To  the  contrary,  prudent  management  of  our 

Table  I. — Estimated  debt  subject  to  limit,  fiscal  year  1971 
[In  billions  of  dollars] 

Debt  with         With  3.0 
6.0  cash         margin  for 
balance       contingencies 

1970 

June  30... 

July  15 

31 _ 

Aug.  15- __ _. . 

31.. 

Sept.15 

30 

Oct.  15 

31 

Nov.  15 

30... 

Dec.  15... 

31... '. '!"""']"' 

1971 
Jan.   15 

31.... ' ' 

Feb.  15 _ ..^^'r  'ir" 

29 
Mar.  nS-^S^^JSS^S~^.  

31 

Apr.  15 

30 '".'"'"."..^^". '...'... 

May  15..  . 

30. "..".."^^^^I'""r     r.^'^'I"'.^". 

June  15 

30.. 


369.0 

372.0 

376.6 

378.6 

375.4 

378.4 

380.8 

383.8 

380.2 

383.2 

385.5 

388.5 

376.7 

379.7 

382.1 

385.1 

381.3 

384.3 

384.9 

387.9 

384.2 

387.2 

389.9 

392.9 

386.3 

389.3 

389.3 

392.3 

382.6 

385.6 

385.8 

388.8 

385.3 

388.3 

390.3 

393.3 

387.7 

390.7 

391.8 

394.8 

382.1 

385.1 

386.3 

389.3 

385.6 

388.6 

388.7 

391.7 

378.8 

381.8 

$4.  934 

$112. 188 

4.4 

6.010 

118. 477 

5.1 

5.664 

124.066 

4.6 

6.293 

126.  395 

5.0 

5.086 

142. 190 

3.6 

4.526 

164. 591 

2.7 

5.145 

184.  581 

2.8 

5.043 

201.  491 

2.5 
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Table  II. — Relation  of  average  cash  balanceto  withdrawals  from  Treasurer's  account 

by  fiscal  years 

[Dollar  amounts  in  billions) 

Average  oper-       Total 
Fiscal  year  ating  balance  withdrawals     Percent 

(excluding)         (DTS) 
gold) 

1962 - - .- 

1963 

1964... 

1965 

1966 _ 

1967. 

1968 

1969 .- 


financial  affairs  may  well  require  somewhat  larger  balances  in  the  future.  On 
particular  days,  to  be  sure,  the  cash  balance  can  safely  be  reduced  to  lower 
levels  in  anticipation  of  heavy  scheduled  receipts.  Nevertheless,  sharp  intra- 
monthly  swings  are  inevitable  and  require  that,  even  during  periods  of  the 
year  when  the  debt  is  fluctuating  about  peak  needs,  we  sometimes  must  carry 
balances  well  in  excess  of  the  average. 

I  feel  certain  you  will  agree  that  a  $3  billion  allowance  for  contingencies, 
which  we  retain  unchanged  from  earlier  presentations,  provides  a  minimum 
degree  of  protection  for  unforeseen  circumstances  over  a  12-month  period  ahead. 

As  you  will  see  on  table  I,  with  the  specified  assumptions,  the  debt  limit  need 
between  December  and  March  will  fluctuate  generally  between  about  $388  billion 
and  $393  billion.  However,  the  peak  requirement  reached  just  prior  to  mid-April 
will  be  above  $395  billion. 

The  present  temporary  ceiling  Is  $377  billion.  On  the  basis  of  our  current  pro- 
jections, we  are  requesting  a  new  temporary  ceiling  of  $395  billion,  an  increase 
of  $18  billion. 

If  the  present  definition  of  debt  subject  to  limit  is  continued,  we  see  no  press- 
ing reason  to  ask  for  a  change  in  the  present  permanent  limit  of  $365  billion. 
However,  it  is  now  apparent  that  at  the  end  of  the  fiscal  year  the  outstanding 
debt  will  substantially  exceed  that  limit.  If  the  committee  wishes  to  provide  a 
permanent  limit  more  appropriate  to  the  projected  debt  at  the  end  of  fiscal  1971, 
that  limit  should  also  be  raised  by  $18  billion  to  $383  billion. 

I  am  sure  that  questions  will  be  raised  as  to  the  need  for  an  increase  of  the 
magnitude  we  are  requesting  when  the  unified  budget  is  within  $1.8  billion  of 
balance  in  fiscal  year  1970  and  within  $1.3  billion  of  balance  in  fiscal  year  1971. 

There  are  several  elements  which  need  to  be  taken  into  account. 

First,  a  sizable  portion  of  the  increase  reflects  the  need  to  restore  a  reasonable 
margin  for  contingencies  and  for  adequate  cash  balances.  To  illustrate,  this  year 
our  peak  cash  requirements  developed  on  April  14.  The  actual  debt  subject  to 
limit  on  that  date  was  $375.9  billion,  and  our  cash  balance  was  only  $2.4  billion. 
In  other  words,  we  were  $1.9  billion  below  the  desired  margin  for  contingencies, 
and  our  cash  balance  was  $3.6  billion  below  the  assumed  requirement  of  $6 
billion.  An  increase  in  the  debt  limit  of  $5.5  billion  is  therefore  required  simply 
to  provide  the  assumed  operating  margins. 

Second,  the  debt  ceiling  must  be  increased  sufficiently  to  cover  the  anticipated 
investment  of  trust  funds  and  other  Government  accounts  in  Treasury  debt. 
This  is  estimated  to  amount  to  slightly  over  $6  billion  from  mid-April  1970  to 
mid- April  1971,  when  our  debt  will  again  reach  a  seasonal  peak. 

Third,  the  deficit  in  the  unified  budget,  requiring  a  comparable  increase  in 
debt  outside  of  Government  accounts,  will  be  considerably  greater — approach- 
ing $7  billion — from  the  April  peak  to  the  April  peak  than  for  either  fiscal  1970 
or  fiscal  1971.  This  primarily  reflects  (1)  the  bunching  of  retroactive  pay  in 
the  current  quarter;  (2)  the  timing  of  the  anticipated  revenues  from  the  pro- 
posed speedup  in  estate  and  gift  taxes,  which  are  not  expected  to  be  large  until 
the  last  quarter  of  flscal  1971,  after  the  peak  in  the  debt  has  passed;  (3)  the 
current  short  fall  in  corporate  profit  tax  collections;   (4)  current  peak  interest 
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rate  levels,  which  are  expected  to  subside  before  the  end  of  fiscal  1971 ;  and  (5) 
the  anticipated  declining  trend  of  military  expenditures. 

Taken  together  these  factors  require  the  ceiling  be  increased  by  early  April 
1971  by  some  $18  billion  over  the  present  ceiling  if  we  are  to  maintain  the  full 
assumed  margin  for  contingencies  and  the  cash  balance.  I  would  emphasize  this 
calculation  bears  little  relationship  to  our  borrowings  from  the  general  public, 
which  on  present  estimates  should  increase  little,  if  at  all,  over  the  year  as  a 
whole. 

You  will  recognize  that,  today  as  always  in  the  past,  our  receipt  and  ex- 
penditure estimates  are  subject  to  some  uncertainty.  While  the  estimating  task 
is  no  more  uncertain  today  than  at  times  in  the  past,  I  would  like  ito  recall  to 
the  Committee  that  the  conventional  assumptions  of  a  constant  $4  billion  cash 
balance  and  a  $3  billion  reserve  for  contingencies  were  established  many  years 
ago  at  a  itime  when  Federal  expenditures  and  receipts  were  far  below  present 
levels.  They  are  less  than  adequate  if  we  are  to  assure  the  prudent  management 
of  the  Government's  finances.  Thus,  I  would  reemphasize  the  desirability  that 
the  temporary  limit  not  be  reduced  below  the  $395  billion  figure  which  we  are 
requesting. 

I  would  also  like  to  raise  with  the  committee  for  its  consideration  an  addi- 
tional and  broader  question,  which  will  continue  to  he  of  concern  whether  the 
debt  limit  concept  is  altered  as  we  have  recommended  or  whether  the  conven- 
tional concept  is  continued  for  another  year. 

The  debt  limit  has  been  used — or  at  least  an  attempt  has  been  made  to  use 
the  debt  limit — as  a  means  for  controlling  Federal  expenditures.  My  predeces- 
sors have  unanimously  agreed  that  the  debt  limit  is  neither  an  appropriate  nor 
an  effective  instrument  for  this  purpose,  and  I  concur  in  their  view.  I  believe, 
however,  that  it  is  of  utmost  importance  that  both  the  executive  branch  and  the 
Congress  pay  heed  to  the  total  of  Federal  expenditures.  Fiscal  discipline  is  es- 
sential if  we  are  to  have  a  responsible  fiscal  policy.  There  is  no  perfect  solution 
to  this  difficult  problem,  but  we  must  continue  to  search  for  better  answers. 


Exhibit  17. — Statement  by  Secretary  Kennedy,  June  18,  1970,  before  the  Senate 
Finance  Committee,  on  the  public  debt  limit 

You  have  before  you  H.R.  17802,  which  was  passed  by  the  House  of  Repre- 
sentatives on  June  3,  and  which  would  provide  a  new  permanent  debt  ceiling 
of  $380  billion  and  a  new  temporary  debt  ceiling  of  $395  billion  through  June  30, 
1971. 

We  appreciate  the  promptness  with  which  the  committee  has  scheduled  the 
hearings  on  this  bill. 

It  is  essential  that  the  Congress  give  final  approval  to  an  increase  in  the 
debt  limit  by  June  30  when  the  present  temporary  limit  of  $377  billion  expires 
and  the  limit  reverts  to  the  permanent  ceiling  of  $365  billion.  Our  projections 
indicate  that  on  June  30  the  debt  subject  to  limit,  assuming  a  realistic  cash 
balance,  is  likely  to  be  in  the  vicinity  of  $370  billion,  which  is  in  excess  of  the 
present  permanent  limit.  Consequently,  if  a  new  limit  has  not  been  approved,  the 
Treasury  Department  will  be  unable  to  refund  any  maturing  debt  or  to  issue  any 
new  debt.  I  need  not  dwell  on  the  extraordinarily  serious  consequences  of  such  a 
situation.  The  chaos  that  would  be  created  would  cause  severe  additional  strains 
on  the  Nation's  already  strained  financial  markets.  Public  confidence  in  the 
ability  of  the  Government  to  manage  its  affairs  rationally  would  be  seriously 
undermined. 

I  would  like  to  begin  by  explaining  why  we  are  asking  for  an  increase  of 
$18  billion  in  the  temporary  debt  ceiling,  from  $377  billion  currently,  to  $395  bil- 
lion for  fiscal  year  1971.  In  estimating  our  needs,  we  have  in  the  past  assumed 
a  constant  cash  balance  of  $4  billion,  with  a  further  allowance  for  contingencies 
of  $3  billion.  But  the  conventional  assumption  of  only  $4  billion  for  operating 
cash  needs  has  become  increasingly  unrealistic,  in  view  of  the  greater  size  of 
the  Federal  budget  and  unavoidable  fiuctuations  in  the  balance  from  day-to-day 
and  week-to-week. 

As  shown  in  table  11,^  our  actual  cash  balance  has  averaged  more  than  $5 
billion  in  recent  years,  and  has  declined  in  relation  to  expenditures  to  little 


1  See  table  II,  exhibit  16. 
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more  than  one  week's  outpayments.  We  cannot  practicably  plan  on  reducing  our 
balances  further.  To  the  contrary,  prudent  management  of  our  financial  affairs 
may  well  require  somewhat  larger  balances  in  the  future. 

On  particular  days,  to  be  sure,  the  cash  balance  can  safely  be  reduced  to  lower 
levels  in  anticipation  of  heavy  scheduled  receipts.  Nevertheless,  sharp  intra- 
monthly  .swings  are  inevitable  and  require  that,  even  during  periods  of  the  year 
when  the  debt  is  fluctuating  about  its  peak,  we  sometimes  must  carry  balances 
well  in  excess  of  the  average. 

I  feel  certain  you  will  agree  that  a  $3  billion  allowance  for  contingencies,  which 
we  retain  unchanged  from  earlier  presentations,  provides  a  minimum  degree  of 
protection  for  unforeseen  circumstances  over  a  12  month  period  ahead. 

With  these  working  assumptions,  I  think  that  the  arithmetic  of  the  needed 
increase  in  the  debt  limit  is  most  clearly  seen  by  starting  with  our  position  on 
April  14  of  this  year.  That  was  the  date  on  which  the  debt  subject  to  limit  was 
close  to  its  peak,  and  we  expect  a  similar  peak  at  about  the  same  time  next  year. 
Now  on  April  14,  the  debt  subject  to  limit  was  $375.9  billion,  only  about  $1 
billion  short  of  the  present  ceiling.  (On  March  30,  we  came  within  $100  million 
of  the  ceiling).  But  our  operating  balance  was  down  to  $2.4  billion,  and  we 
were  only  $1.1  billion  away  from  the  ceiling  instead  of  the  $3  billion  allow- 
ance for  contingencies  that  is  needed.  In  other  words,  just  to  restore  the  leeway 
necessary  for  prudent  operations,  the  debt  limit  would  have  to  be  raised  by 
$5.5  billion  (i.e.,  $3.6  billion  to  provide  an  operating  balance  of  $6  billion,  and 
$1.9  billion  to  restore  the  $3  billion  allowance  for  contingencies). 

To  this  $5.5  billion  one  must  add  the  anticipated  deficit  in  the  Government's 
own  operations  during  this  period  April  1970-April  1971 — the  so-called  Federal 
funds  deficit.  As  you  know,  we  expect  the  Federal  funds  deficit  for  the  entire 
fiscal  year  1971  to  amount  to  $10  billion,  compared  with  $11  billion  this  year. 
But  the  deficit  during  the  12  months  between  peak  debts — April  to  April — 
is  expected  to  be  larger  than  for  either  fiscal  year.  Our  current  estimate  is  about 
$13.2  billion. 

There  are  a  number  of  factors  that  contribute  to  the  concentration  of  the 
deficit  during  this  particular  12  months.  For  one  thing,  the  payment  of  retro- 
active Government  wage  increases  in  the  current  quarter  is  a  nonrecurring  out- 
lay. In  addition,  with  an  approximate  $6  billion  decline  in  defense  expenditures 
from  fiscal  year  1970  to  fiscal  year  1971,  it  is  anticipated  that  second  half  defense 
expenditures  will  be  lower  than  during  the  first  half.  The  anticipated  revenue 
from  the  proposed  speedup  of  estate  and  gift  taxes  is  not  expected  until  the  last 
quarter  of  fiscal  1971.  Interest  expenditures  are  expected  to  be  relatively  heavier 
in  the  first  half  of  the  fiscal  year  than  in  the  second  half  when  lower  interest 
rates  are  anticipated. 

Adding  the  $13  billion  of  Federal  funds  deficit  to  the  $5.5  billion  needed  to 
restore  working  leeway,  one  comes  to  a  figure  just  over  the  $18  billion  we  re- 
quested, a  figure  approved  by  the  House. 

You  will  see  from  table  I  ^  that  the  debt  limit  need  between  December  and 
March  will  fiuctuate  generally  between  $388  and  $393  billion.  The  peak  require- 
ment will  be  reached  just  prior  to  mid-April,  and  that  peak  will  be  slightly  above 
$395  billion. 

We  believe  that  a  temporary  limit  of  $395  billion  will  be  adequate  to  carry 
us  through  fiscal  1971.  Budget  Director  Mayo  can  comment  in  detail  on  the 
outlook  for  expenditures,  and  the  basis  for  our  belief  that  these  expenditures, 
with  the  help  of  Congress,  can  be  held  to  projected  levels. 

On  the  receipts  side,  we  are  counting  on  an  additional  $3.8  billion  of  taxes  in 
fiscal  1971  which  will  require  legislation.  These  include  the  proposed  taxes  on 
lead  used  in  gasoline  and  the  speedup  in  the  estate  and  gift  tax  collections.  We 
are  anticipating  that  the  Congress  will  act  favorably  on  both  of  these  proposals 
as  well  as  on  the  other  tax  proposals  which  it  has  before  it.  including  extension 
of  excise  taxes  on  automobiles  and  telephone  services  through  December  1971. 
The  House  has  already  approved  an  increase  in  the  wage  base  for  social  security 
to  $9,000.  as  was  recommended  in  the  budget,  and  this  committee  now  has  this 
proposal  before  it. 

If  Congress  fails  to  act  in  a  timely  way  on  these  proposals,  a  substantial  part 
of  the  revenue  loss  will  not  occur  until  after  the  peak  in  the  debt  subject  to 
limit  has  been  passed.  Consequently,  short  falls  from  these  sources  would  not 


1  See  table  I,  exhibit  16. 
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necessarily  use  up  the  entire  allowance  for  contingencies  although  they  would, 
of  course,  narrow  the  margin  of  safety. 

In  our  eyes,  a  more  serious  question  is  raised  by  the  estimate  by  the  staff  of 
the  Joint  Committee  on  Internal  Revenue  Taxation  that  fiscal  1971  receipts 
would  be  $3  billion  below  our  estimates. 

We  have  carefully  reviewed  the  differences  between  our  estimates  and  the 
estimates  of  the  Joint  Committee  and  it  appears  that,  except  for  minor  amounts, 
the  entire  difference  lies  in  somewhat  more  pessimistic  economic  estimates  by 
the  Joint  Committee  staff. 

We  believe  that  there  is  no  strong  reason  to  alter  our  economic  projections 
at  this  time.  But  we  recognize  the  difficulties  of  making  precise  forecasts  for 
a  year  ahead  in  the  present  state  of  the  economy  and,  consequently,  we  realize 
that  our  revenue  estimates  could  turn  out  to  be  on  the  high  side.  This  simply 
emphasizes  the  need  for  an  adequate  contingency  allowance. 

In  order  that  there  be  no  misapprehension  about  the  Treasury's  need  for  new 
funds  during  the  coming  year,  let  me  stress  that  Treasury  net  borrowing  from 
the  public  for  the  year  as  a  whole  will  be  only  a  small  fraction  of  the  $18  billion 
increase  in  the  temporary  ceiling  that  we  seek.  As  I  indicated  earlier,  we 
anticipate  a  deficit  in  the  Federal  funds  accounts  for  fiscal  1971  of  approximately 
$10  billion.  But  the  trust  funds  are  expected  to  be  in  surplus  by  about  $8.8  bil- 
lion during  the  same  period.  This  trust  fund  surplus  will  be  invested  in  Govern- 
ment securities,  as  in  the  past,  leaving  only  about  $1.3  billion  to  be  financed  by 
the  general  public. 

One  final  word.  The  House  Ways  and  Means  Committee  considered  it  desirable 
to  raise  the  permanent  debt  ceiling  as  well  as  the  temporary  ceiling.  They  pro- 
posed a  permanent  ceiling  of  $380  billion,  $15  billion  above  the  present  ceiling 
of  $365  billion.  This  will  give  us  somewhat  less  room  than  the  related  increase 
in  the  temporary  ceiling,  because  it  does  not  allow  fully  for  contingencies.  But 
it  is  a  ceiling  that  I  believe  we  can  live  with. 

I  urge  the  committee  and  the  Senate  to  act  promptly  on  H.R.  17802.  Prompt 
action  will  assure  the  ability  of  the  Federal  Government  to  finance  its  require- 
ments in  a  responsible  way  and  will  help  in  restoring  and  maintaining  much 
needed  confidence  to  financial  markets  and  the  financial  community  generally. 


Exhibit  18. — Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
March  17,  1970,  before  the  Annual  Meeting  of  the  American  Paper  Institute, 
New  York,  New  York,  on  financing  domestic  growth 

As  my  contribution  to  this  morning's  panel,  I  want  to  consider  the  financial 
dimensions  of  living  with  prosperity.  My  main  focus  will  be  the  problem  of  financ- 
ing sustained  domestic  growth.  But  I  also  want  to  touch  briefiy  on  our  external 
financial  relationships,  because  the  progress  of  our  economy — and  that  of  trading 
partners — is  closely  tied  to  the  health  of  the  dollar  internationally. 

Certainly  the  paper  industry — highly  capital  intensive  and  international 
minded — has  been  affected  by  the  financial  strains  of  recent  years.  Domestically, 
with  investment  spending  doubling  in  the  past  decade,  the  historic  highs  in  inter- 
est rates  have  created  a  heavy  burden.  Internationally,  you  have  not  been 
exempt  from  the  competitive  pressures  implicit  in  rising  U.S.  costs  or  prices — 
nor  can  you,  as  major  international  investors,  look  with  equanimity  on  the  fact 
that  the  United  States  in  recent  years  has  had  to  maintain  restraints  on  foreign 
investment  out  of  concern  for  international  financial  stability. 

Even  so,  your  industry  has  been  able  to  cope  with  the  domestic  financial 
pressures  better  than  other  sectors  of  the  economy — especially  the  hard-pressed 
homebuilder  and  home  buyer.  I  was  also  delighted  to  see  that  you  achieved  a 
considerable  rise  in  exports  during  the  1960's  and  are  holding  your  imports  rela- 
tively steady.  But,  over  the  same  period,  the  nation  as  a  whole  has  experienced  a 
substantial  decline  in  our  traditional  trade  siirplus. 

It  seems  to  me  plain  that  the  financial  strains  and  imbalances  of  recent  years 
are  incompatible  with  the  sustained  prosperity  of  the  U.S.  economy.  Therefore, 
we  must  understand  the  causes  and  deal  with  them  effectively. 

The  first,  and  most  fundamental,  point  that  I  would  make  is  that  the  financial 
turbulence  of  recent  years  has  been  mainly  an  outgrowth  of  the  inflationary 
process.  From  1065  through  most  of  last  year,  spending  pre.ssures — public  or 
private — tended  to  outrun  our  capacity  to  generate  both  production  and  savings. 
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The  financial  counterpart  lias  been  more  demand  for  credit  than  could  be  satis- 
fied. As  expectations  of  inflation  and  high  rates  became  more  firmly  imbedded 
with  the  passage  of  time,  the  financial  strains  were  further  aggravated  by  a 
tendency  to  "borrow  now  and  pay  later." 

The  link  between  an  overheated  economy  and  financial  strains  may  seem  so 
self-evident  that  it  does  not  bear  repeating.  But.  from  my  particular  vantage 
point,  I  cannot  help  but  be  impressed  by  the  number  of  proposals  that  would 
purport  to  deal  with  the  latter  without  affecting  the  former — and  which,  indeed, 
in  many  cases,  would  only  add  to  the  pressures. 

The  problem  can  be  aptly  illustrated  in  the  case  of  mortgage  financing,  which 
normally  accounts  for  about  one-fifth  of  net  credit  extensions.  In  an  aggressive 
and  useful  effort  to  moderate  the  developing  squeeze  on  that  market.  Federal 
agencies  and  Government-sponsored  institutions  provided  some  $8.4  billion  to 
the  residential  mortgage  market  last  year.  By  the  final  quarter,  they  had  stepped 
up  their  activities  to  the  point  that  they  financed  three-fifths  of  the  entire  growth 
in  residential  mortgages.  Nevertheless,  the  vast  extension  of  federally  sponsored 
credit  could  do  no  more  than  cushion  the  pressures.  With  an  excess  demand  for 
total  credit,  private  and  public  borrowers  in  a  .stronger  competitive  position 
drew^  funds  from  potential  mortgage  lender?  even  faster  than  the  Federal  ac- 
tivities speeded  up.  Indeed,  the  financing  of  the  federally  .sponsored  credit  ex- 
tension was  one  important  source  of  the  pressure  on  private  mortgage-buying 
institutions. 

Nor  could  an  answer  be  found  in  an  effort  to  increase  the  supply  of  credit  by 
creating  new  money — a  process  that,  in  the  circumstances  could  only  have 
added  another  twi.st  to  the  spiral  of  inflation  and,  thus,  to  interest  rates.  In 
other  words,  in  a  situation  where  there  is  already  an  exce.ssive  demand  for 
credit,  relief  for  one  sector  can  only  effectively  be  achieved  by  squeezing  it 
out  of  another.  Unless  one  is  prepared  to  consider  controls  as  a  way  of  life — 
and  I  do  not  and  doubt  their  effectiveness — the  only  realistic  alternative  is  to 
deal  with  the  overheating  in  the  economy  itself. 

The  Administration,  in  inheriting  an  inflationary  situation  with  strong  mo- 
mentum, took  this  course.  The  job  turned  out  to  be  even  harder  than  we  con- 
templated a  year  ago.  But  the  fact  is  that  the  reins  were  held  tight  in  the  face 
of  the  ever-present  temptations  to  yield — to  cut  taxes  sooner  than  would  have 
been  prudent,  to  give  way  to  pressures  to  spend  more  for  admittedly  worthy 
causes,  or  to  create  more  money  in  an  effort  to  dampen  the  massive  pressures 
in  the  credit  markets  and  reduce  financing  costs. 

We  are  now  seeing  the  first  fruits  of  this  decision.  Excess  demand  has  been 
squeezed  out.  The  inflationary  psychology  does  seem  to  be  waning — even  though 
the  momentum  of  rising  prices  is  still  strong.  And  tensions  in  the  credit  markets 
have  begun  to  relax. 

I  do  not  underestimate  the  diflBculties  that  lie  ahead.  The  pressures  on  prices 
and  costs  will  die  down  only  over  a  period  of  time.  Employers  and  employees 
alike  will  be  testing  their  bargaining  strength  in  an  atmosphere  in  which  price 
increases  jeopardize  markets  and  profits  are  vulnerable  to  a  cost  squeeze.  No  one 
has  found  the  way  to  make  that  difficult  process  either  instantaneous  or  painless. 
But  it  does  work — ^and  a  combination  of  reduced  price  expectations  and  restored 
productivity  growth  could  ease  the  way  toward  a  more  stable  price  level. 

Clearly,  we  must  be  responsibly  alert  to  the  risks  implicit  in  any  important 
change  in  the  economic  environment — that  psychology  and  cumulating  forces  may 
carry  the  swing  too  far ;  or  that,  in  overreacting  to  a  temporary  showdown,  we 
might  underwrite  a  new  unsustainable  burst  of  demand  pressures.  But,  recog- 
nizing the  risks  on  either  side,  I  believe  we  are  on  a  course  that  promises  a 
more  settled  atmosphere  in  financial  markets  and  is  fully  consistent  with  a 
strategy  for  maintaining  a  better  balance  in  the  future. 

There  has  already  been  some  drop  in  interest  rates  from  the  historic  peaks 
around  the  turn  of  the  year.  The  decline  has  been  1  percent  or  more  in  money 
market  instruments,  almost  1  percent  on  medium  term  Treasury  securities  and 
nearly  as  much  for  municipal  bonds,  and  perhaps  V2  percent  for  new  corporate 
issues.  There  is  also  some  evidence  that  banks  and  savings  institutions,  after  a 
rough  winter,  are  beginning  to  see  steadier  deposit  flows. 

Certainly  interest  rates,  by  any  historical  standard,  are  still  very  high  and 
financial  markets  remain  unbalanced.  Some  time  will  have  to  pass  before  our 
financial  institutions  can  plan  ahead  with  full  confidence.  The  heavy  volume  of 
corporate  and  municipal  market  financing  in  the  wings  is  warning  enough  that, 
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after  5  years  of  heavy  pressure,  a  return  to  rate  levels  once  considered  normal 
•will  be  a  long  and  difficult  process.  Nevertheless,  the  significant  changes  in  the 
economy  are  laying  the  groundwork  for  a  restoration  of  a  better  balance  in  the 
financial  markets. 

This  has  some  direct  implications  for  the  mortgage  market.  I  believe  that  this 
country  can  develop  the  capacity  to  finance  its  housing  needs  and  desires  over 
the  longer  run — if  the  economy  as  a  whole  is  not  under  excessive  strain.  But 
the  mortgage  market,  historically,  is  slow  to  react  to  an  easing  of  tensions.  The 
immediate  challenge  is  to  speed  the  process  by  a  vital  6  months  to  9  months. 

This  is  one  object  of  the  array  of  special  measures  adopted  or  proposed  by  the 
Administration  in  recent  weeks.  These  include  maintenance  of  a  high  level  of 
activity  by  FNMA  and  the  home  loan  banks,  reinforced  in  the  latter  instance 
by  the  provision  of  subsidy  funds  sufficient  to  induce  member  savings  institutions 
to  employ  more  funds  in  the  mortgage  market.  These  activities  will  be  supple- 
mented by  a  secondary  market  for  conventional  mortgages  on  the  model  of  the 
successful  FNMA  facility. 

Meanwhile,  we  in  the  Treasury  have  had  discussions  with  several  key  investor 
groups — including  pension  funds,  life  insurance  companies,  and  commercial 
banks — to  elicit  their  voluntary  cooperation  in  financing  residential  construc- 
tion. This  process  will  be  facilitated  by  making  so-called  mortgage-backed 
bonds — fully  guaranteed  bonds  issued  against  a  pool  of  mortgages — available  in 
some  volume  in  coming  months.  In  this  way,  a  simple  marketable  investment  in- 
strument will  be  provided  for  those  investors  who  find  a  mortgage  an  awkward 
vehicle  for  employing  their  funds. 

The  key  objective  is  to  make  mortgage  commitments  more  readily  available 
for  the  spring  and  summer  building  starts,  so  we  are  facing  real  time  pressure. 
We  are  definitely  encouraged  in  this  objective  by  the  early  response  of  some  .key 
lending  groups.  But  we  are  under  no  illusions.  This  voluntary  effort,  and,  in- 
deed, the  other  measures  to  help  the  mortgage  market,  cannot  be  fully  effective 
unless  they  are  accompanied  by  a  better  balance  in  the  overall  supplies  and 
demands  for  credit. 

This  underscores  the  central  importance  of  maintaining  steady  progress  on 
the  infiation  front  and  of  policies  that  will  foster  and  thus  maintain  a  better 
balance  in  the  financial  markets  as  a  whole. 

Our  basic  strategy  is  rooted  in  the  premise  that,  for  as  far  ahead  as  one  can 
hope  to  see,  demands  for  our  real  and  financial  resources  will  remain  very  heavy. 
This  premise  is  documented  quantitatively  in  the  longer  term  projections  pre- 
sented in  the  President's  budget  and  the  Economic  Report. 

Those  projections  bear  out  what  I  believe  most  of  us  instinctively  feel :  both 
our  future  budget  revenues  and  our  economic  growth  are  already  heavily  com- 
mitted if  we  are  to  repair  urban  decay,  move  toward  our  long-run  housing  goals, 
clean  up  the  environment,  improve  education,  and  recognize  our  responsibilities 
for  foreign  assistance — and,  at  the  same  time,  provide  the  wherewithal  to  sup- 
port the  growth  and  modernization  of  our  industry  and  meet  the  insistent  de- 
mands of  the  American  consumer. 

In  the  short  run,  this  array  of  potential  demands  lies  behind  our  confidence 
that  the  necessary  present  period  of  business  adjustment  will  not  give  rise  to 
cumulative  downward  forces.  Looking  beyond  this  year,  these  same  demands 
emphasize  the  insistent  need  to  establish  priorities  in  moving  toward  our  goals. 
Indeed,  the  only  real  choice  is  whether  we  will  establish  these  priorities  with 
care  and  intelligence,  or  whether,  in  an  effort  to  do  too  much,  our  choices  will 
emerge  as  the  haphazard  result  of  stresses  and  dislocations  of  an  overstrained 
economy  and  financial  markets. 

I  would  emphasize  five  key  elements  in  our  approach  to  maintain  mastery  of 
this  problem : 

(1)  Budgetary  control — a  matter  that  Maury  Mann  has  already  described  in 
detail. 

(2)  A  rejection  of  the  cynical  philosophy  that  a  balanced  budget  is  a  rare  and 
fieeting  phenomenon.  Indeed,  our  recent  problems  can  be  traced  in  large  part  to 
a  series  of  inappropriate  deficits  after  the  mid-1960's,  culminating  in  the  $25  bil- 
lion debacle  of  fiscal  1968.  Present  planning,  in  contrast,  envisages  3  consecutive 
years  of  surplus — small,  to  be  sure,  but  to  be  achieved  consistent  with  some  reduc- 
tion of  the  tax  burden.  The  direct  implication  is  that  the  Treasury  will  not  be 
absorbing  funds  from  the  credit  markets  in  competition  with  other  borrowers. 

A  deficit  in  response  to  a  temporary  and  unexpected  period  of  slack  in  the 
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economy  need  not  be  disturbing — it  would  represent  a  normal  and  useful  sta- 
bilizer. But,  if  we  are  right  in  our  basic  assessment  of  underlying  trends,  a  bal- 
ance or  surplus  should  become  the  norm. 

(3)  We  also  need  to  recognize  that  a  surplus  or  deficit  in  the  budget  does  not 
tell  the  full  story  of  Federal  finance.  In  one  form  or  another,  the  Federal  Gov- 
ernment in  recent  years  has  increasingly  used  its  own  credit  as  a  means  of  sup- 
porting the  activities  of  other  sectors.  While  these  activities  do  absorb  funds  from 
the  market,  they  are  not,  for  the  most  part,  reflected  in  the  budget  totals.  Indeed, 
sponsors  of  some  of  these  programs  may  entertain  the  hope  of  escaping  full  budget 
scrutiny  or  look  upon  the  Government's  credit  as  virtually  a  free  good  and  the 
supply  of  credit  as  inexhaustible.  More  basically,  these  programs  are  a  valid  re- 
flection of  the  basic  fact  to  which  I  have  already  referred — our  enormous  needs 
for  social  investment. 

The  figures  are  startling.  In  fiscal  1969,  the  federally-assisted  borrowing  from 
the  public  totaled  some  $12Vi  billion.  During  the  current  fiscal  year,  the  total 
is  expected  to  reach  over  $15  billion.  In  fiscal  1971,  the  aggregate  is  projected  at 
over  $20  billion — equivalent  to  probably  a  fifth  of  net  credit  availabilities  in  the 
economy  as  a  whole.  Plainly,  these  demands,  overshadowing  the  requirements  of 
direct  Treasury  finance,  present  serious  new  problems  of  coordination,  control, 
and  efficient  financial  management.  President  Nixon's  first  budget  broke  new 
ground  by  spot-lighting  the  totals  in  the  main  budget  table.  This  was  supplemented 
by  a  detailed  special  analysis  later  in  the  budget  document.  As  this  suggests,  we 
recognize  the  need  for  closer  appraisal  of  priorities  in  this  area,  as  well  as  within 
the  budget  proper. 

(4)  So  far  as  monetary  and  debt  management  policies  are  concerned,  I  would 
emphasize  one  point  of  longer-term  significance.  We  are,  today,  much  more  con- 
scious of  the  inevitable  lags  between  policy  action  and  economic  impact.  These 
long  and  uncertain  lags  are,  of  course,  one  of  the  reasons  why  the  shaping  of 
financial  policy  i$,  at  any  given  time,  so  difficult.  But,  on  balance,  I  would  expect 
that  a  certain  even-handedness  in  monetary  and  in  related  debt  management 
policies  could  help  avoid  disturbing  gyrations  in  financial  markets. 

(5)  Finally,  I  would  call  your  attention  to  the  fact  that  the  President  plans 
shortly  to  appoint  a  commission  to  study  our  financial  structure  and  recommend 
needed  changes  in  the  light  of  experience.  It  would  be  wrong,  in  my  judgment, 
to  conclude  that  the  strains  like  those  of  last  year  are  primarily  a  rMection  of 
faults  in  the  institutional  structure.  But  it  would  be  blind  to  fail  to  examine 
closely  the  problems  and  potential  weaknesses  in  the  institutional  stiructure  ex- 
posed by  the  recent  turbulence  or  neglect  to  prepare  the  way  for  fresh  innova- 
tions to  meet  the  needs  of  the  1970's.  The  existing  hodgepodge  of  interest  rate 
ceilings  is  one  area  crying  out  for  rational  review,  but  it  is  certainly  not  the  only 
one. 

It  is  not  possible  for  me  to  talk  about  appropriate  financial  policies  veithout 
also  considering  their  international  repercussions.  Indeed,  the  size  of  the  United 
States — our  enormous  weight  as  a  trading  and  investing  nation — and  the  key 
role  of  the  dollar — make  it  essential  that  we  view  our  policies  in  that  broader 
perspective.  Certainly  the  strains  on  our  domestic  markets  in  the  past  year  have 
exerted  a  far  reaching,  and  not  always  welcome,  infiuence  abroad,  as  our  banks 
and  international  corporations  combed  the  world  for  funds. 

This  search  for  financing  wherever  it  could  be  found,  has  been  an  important 
factor  in  maintaining  the  strength  of  the  dollar  in  the  exchange  markets.  That 
strength  has  been  reflected  in  a  surplus  of  some  ^V2  billion  in  our  balance  of 
payments  on  the  official  settlements  basis  over  the  past  2  years.  Foreign  official 
dollar  holdings  have  declined  significantly,  and  our  own  reserve  assets  have  sub- 
stantially increased. 

We  must  recognize  these  developments  for  what  they  are — in  good  part  the 
fortuitous  result  of  extremely  tight  money.  They  must  not  be  permitted  to  ob- 
scure a  deeper  problem — the  unsatisfactory  state  of  our  underlying  international 
payments  position. 

No  single  figure  can  adequately  summarize  the  complexities  of  our  balance  of 
payments.  Certainly  the  $7  billion  liquidity  deficit  recorded  last  year — distorted 
by  short  term  capital  flows  and  special  transactions — overstated  the  problem. 
But  there  can  be  no  question  but  that  the  erosion  in  our  trade  position  by  years 
of  inflation  and  overheating  needs  our  serious  attention. 

In  both  of  the  past  2  years,  our  trade  balance  stood  well  below  $1  billion,  and 
our  current  account  surplus  entirely  disappeared.  The  implication  is  plain  enough. 
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Without  a  sizable  surplus  on  these  accounts,  we  are  unable  to  provide  to  the  rest 
of  the  world  the  real  goods  and  services  that  must  be  the  counterpart  of  our 
legitimate  desire  to  provide  aid  and  to  export  capital. 

With  tensions  easing  in  our  domestic  markets,  the  large-scale  importation  of 
short-term  capital  that  has  characterized  the  recent  past  is  unlikely  to  be  sus- 
tained. In  fact,  banks  have  already  cut  their  own  borrowings  in  the  Euro-dollar 
market  considerably  in  recent  weeks.  It  should  not  be  surprising  if,  as  part  of  the 
process  of  a  return  to  better  balance  in  domestic  markets,  there  is  some  reflow  of 
dollars  into  oflBcials  hands  abroad  and  a  deficit  in  our  oflBcial  settlements  accounts. 

That  prospect  should  not,  in  itself,  be  disturbing,  following  a  period  of  surplus. 
I  believe  our  international  monetary  arrangements — greatly  strengthened  in 
recent  years — ^can  absorb  and  accommodate  large  recurrent  swings  in  payments 
positions.  What  does  seem  to  me  essential  is  that  we  use  this  period  to  begin 
rebuilding  our  trade  and  current  account  position  and  justify  confidence  in  the 
dollar  as  a  secure  store  of  value.  If  we  do  not  fulfill  that  resi)onsibility,  I  know 
of  no  purely  financial  devices  that  offer  assurance  of  continued  international 
financial  stability,  any  more  than  an  overheated  domestic  economy  is  consistent 
with  balanced  fiows  of  internal  finance. 

The  present  period  of  adjustment  is  laying  the  essential  groundwork  for  the 
long  term  effort  that  will  be  required.  As  we  reap  the  benefits,  we  will  be  able  to 
maintain  our  natural  position  as  a  capital  exporter  in  a  manner  fully  consistent 
with  a  strong  international  financial  position.  It  is  also  that  process  that  will 
permit  us  to  move  toward  our  objective  of  dismantling  the  remaining  restraints 
on  capital  transactions. 

So  my  basic  point  today  is  clear  enough,  whether  viewed  from  a  domestic  or 
international  vantage  point.  Calmer  and  balanced  financial  arrangements  rest, 
in  the  end,  on  a  more  basic  balance  in  our  economic  affairs.  It  is  precisely  the 
objective  of  our  present  policies  to  achieve  that  result. 


Exhibit  19. — Statement  by  Deputy  Under  Secretary  for  Monetary  Affairs 
MacLaury,  October  4,  1969,  before  the  16th  Annual  Bankers  Forum,  George- 
town University,  Washington,  on  Federal  credit  programs  in  the  1970's 

Among  the  many  imponderables  for  "Banking  in  the  1970's"  is  the  role  of  the 
Federal  Government  as  a  supplier  of  credit  in  the  coming  decade.  The  general 
public,  if  they  think  of  the  capital  market  operations  of  the  Government  at  all, 
normally  think  of  us  not  as  suppliers  of  credit,  but  as  m'assive  borrowers,  piling 
up  ever  increasing  amounts  of  national  debt.  There  are,  of  course,  years  such  as 
fiscal  1968,  when  this  characterization  is  less  of  a  caricature  than  we  might  wish. 
But  there  are  also  years,  such  as  that  just  behind  us,  when  the  Federal  Govern- 
ment retired  debt  on  balance.  In  all  these  years,  however,  be  they  deficit  or  sur- 
plus, the  Federal  Government  is  involved  in  a  great  variety  of  ways  in  channel- 
ing credit  to  various  sectors  of  the  economy. 

The  role  of  Federal  credit  programs  does  not  appear  very  impressive  from 
a  quick  glance  at  the  recently  completed  summer  review  of  the  1970  budget.  This 
shows  Federal  net  lending  of  only  $1.0  billion  in  the  current  fiscal  year  1970, 
compared  with  $1.5  billion  in  fiscal  1969  and  $6.0  billion  in  1968.  But  this  apparent 
decline  in  Federal  lending  is  a  misleading  indicator  of  Federal  involvement  in 
the  credit  markets,  as  many  of  you  know. 

There  are  basically  two  factors  that  account  for  this  statistical  mirage.  First 
is  the  shift  that  has  taken  place  from  direct  loans  to  guarantees,  about  which 
I  shall  say  more  in  a  minute.  Even  more  important  during  this  3-year  period, 
however,  was  the  removal  from  the  budget  accounts  of  three  federally  sponsored 
lending  agencies :  the  Federal  National  Mortgage  Association,  the  Federal  inter- 
mediate credit  banks,  and  the  banks  for  cooperatives.  When  the  Government 
held  stock  in  these  agencies  was  retired  in  1968,  they  became  private  corporations. 
In  keeping  with  the  new  unified  budget  concepts,  therefore,  the  loans  made  by 
these  agencies  are  no  longer  counted  as  Federal  budget  outlays. 

There  are  two  other  similar  agencies,  the  Federal  land  banks  and  the  Federal 
home  loan  banks,  which  became  privately  owned  many  years  ago.  Yet  these  five 
federally  sponsored  agencies,  which  issue  their  own  securities  to  private  investors 
and  are  well  established  in  the  market,  though  expanding  rapidly  in  the  aggregate, 
have  accounted  for  less  than  one-fourth  of  the  total  increase  in  Federal  credit 
program  growth  over  the  past  decade. 
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The  bulk  of  the  growth  in  Federal  credit  programs  during  this  longer  period 
has  been  in  the  form  of  Government  guarantees  on  credits  funded  by  the  private 
sector.  Ten  years  ago,  these  guarantees  were  largely  the  familiar  FHA  and  VA 
guarantee  on  one  family-four  family  housing  loars.  The  funds  generally  were 
provided  by  banks  and  other  institutional  lenders  :ind  involved  little  or  no  cost 
to  the  Goverimient.  In  effect,  the  Government  tool:  a  page  out  of  the  banker's 
book,  satisfying  customer  credit  needs  at  little  cost  through  creation  of 
"acceptances." 

The  growth  of  the  regular  FHA-VA  programs  is  now  surpassed,  however,  by 
a  number  of  other  programs  of  loan  guarantees  by  1  he  Farmers  Home  Adminis- 
tration, the  Export-Import  Bank,  the  OflSce  of  Education,  the  Small  Business 
Administration,  the  Housing  Assistaace  Administration,  the  Renewal  Assistance 
Administration,  and  most  recently  the  new  FHA  programs  of  guarantees  of  low 
interest  loans  for  low  income  housing. 

After  miaking  necessary  adjustments  to  avoid  double  counting  of  such  items 
as  FNMA  purchases  of  FHA  insured  loans,  the  net  increase  in  loans  outstanding 
under  all  Federal  direct,  guaranteed,  insured,  and  sponsored  loan  programs  in 
the  fiscal  year  1960,  was  $4.6  billion.  In  fiscal  1965  the  comparable  figure  had 
jumped  to  $9.7  billion ;  and  in  fiscal  1970,  while  I  do  not  have  an  up-to-date  esti- 
mate, the  figure  implied  in  the  January  budget  was  $22.4  billion.  The  total  amount 
outstanding  under  all  the  various  loan  programs  was  slightly  under  $100  billion 
in  1960,  and  is  expected  to  pass  the  $200  billion  mark  in  1970. 

The  relevant  question  to  ask  now  is,  where  do  we  go  from  here — what  lies 
ahead  for  Federal  credit  programs  in  the  1970's.  I  can't  pretend  to  give  a  fully 
satisfactory  answer,  but  I  think  it  is  nevertheless  worthwhile  looking  a  little 
more  closely  at  how  we  got  where  we  are  today. 

The  basic  rationale  for  Federal  involvement  in  the  lending  process  is  to  fill 
gaps  in  the  provision  of  credit  through  private  institutions  and  credit  markets, 
or  to  provide  assistance  for  public  purposes  on  terms  that  would  not  be  available 
even  in  the  absence  of  market  imperfections.  While  one  could  choose  among  nu- 
merous examples,  it  is  the  housing  sector  that  commands  most  attention  at  the 
moment  because  of  its  special  vulnerability  during  periods  of  tight  credit.  You 
gentlemen  are  as  aware  as  I  am  of  the  special  problems  that  beset  mortgage  lend- 
ing in  times  of  inflation — the  drying  up  of  flows  into  mortgages  through  normal 
institutional  channels.  Under  such  circumstances  it  seems  perfectly  appropriate 
for  federally  sponsored  agencies  such  as  FNMA  and  the  FHLB's  to  make  every 
effort  to  take  up  some  of  the  slack,  even  though  their  borrowing  may  place  sub- 
stantial additional  strains  on  the  bond  market.  It  is  for  this  reason  that  the 
Treasury  has  raised  no  objection  to  the  record  levels  at  which  the  housing  agencies 
have  been  coming  to  market  in  recent  months. 

At  the  same  time,  no  one  looks  to  this  type  of  emergency  financing  as  an  ade- 
quate answer  to  the  longer  term  question  of  how  best  to  provide  credit  to  meet 
general  housing  needs.  Indeed,  I  think  there  is  widespread  agreement  that  not 
financing  innovations,  though  these  may  help,  but  only  an  end  to  inflation  itself, 
and  its  accompanying  credit  stringency,  will  reopen  the  more  normal  channels 
of  housing  finance. 

Rather,  it  is  in  the  areas  of  subsidized  housing,  small  business,  student  loans, 
export  credit,  urban  redevelopment,  public  housing,  and  rural  development  that 
one  may  question  whether  the  methods  of  providing  Federal  credit  assistance 
have  been  as  effectively  conceived  as  they  might  be.  Indeed,  there  has  been  an 
interesting  change  in  the  pattern  of  financing  of  Federal  credit  programs  in 
recent  years.  I  have  already  noted  the  shift  from  direct  loans  to  guaranteed  loans 
as  a  major  trend  of  the  1960's.  Superimposed  on  this  shift  has  been  a  growing 
tendency  to  rely  on  the  securities  markets  through  such  programs  as  asset  sales, 
with  lesser  reliance,  at  least  in  a  relative  sense,  on  institutional  lenders. 

Direct  loans  have  not  been  adequate  to  carry  out  growing  program  requirements 
largely  because  of  the  pressures  to  keep  Federal  budget  outlays  in  check.  The  shift 
to  financing  these  programs  through  the  private  sector  on  the  basis  of  guaranteed 
and  insured  loans  was  adequate  so  long  as  private  lenders  were  willing  to  par- 
ticipate in  these  programs  and  provide  credit  on  terms  the  Congress  determined 
as  appropriate.  In  cases  where  subsidized  interest  rates  were  required  on  guar- 
anteed loans.  Federal  program  agencies  have  made  direct  interest  supplement 
payments  to  private  lenders.  In  many  cases,  however,  private  lenders  are  un- 
willing or  unable  to  extend  the  longer  term  credits  required  to  properly  finance 
these  programs.  Thus  more  and  more  of  these  programs  are  now  being  designed 
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so  that  they  can  be  financed  directly  with  pension  funds:  and  other  investors  in 
the  bond  market. 

In  the  housing  area,  as  I've  already  indicated,  the  Federal  guarantee  of  mort- 
gage loans  has  not  been  sufficient  to  assure  an  adequate  flow  of  funds,  and  we  have 
come  to  rely  to  a  great  extent  on  FNMA  purchases  of  these  insured  loans,  thus 
financing  of  them  in  the  bond  market.  Similarly,  the  new  program  of  GNMA 
guarantees  of  mortgage-backed  securities  is  designed  to  attract  investor  funds 
which  would  not  normally  be  channeled  into  the  mortgage  market. 

In  the  small  business  area,  a  Federal  direct  loan  program  was  established  in 
1953  and  was  supplemented  by  the  Small  Business  Investment  Company  program 
in  1958.  Efforts  are  now  being  made  to  establish  some  sort  of  small  business  cap- 
ital bank  to  raise  funds  directly  in  the  bond  market  for  small  business  investment 
companies  who,  in  turn,  would  provide  the  necessary  long  term  credit  to  the  small 
businesses. 

A  similar  trend  is  evident  in  the  REA  electric  and  telephone  loan  programs. 
Federal  direct  loans  have  not  been  available  in  sufficient  amounts  to  meet  the 
demands,  partly  because  even  supporters  of  these  programs  found  it  difficult  to 
justify  credits  at  2  percent  in  today's  market  when  the  Government  itself  is  paying 
8  percent.  It  is  questionable  whether  banks  are  the  appropriate  source  of  funds, 
even  if  they  were  willing,  to  make  these  long  term  loans  even  with  a  Federal 
guarantee.  Thus  a  private  REA  electric  bank  is  being  established  to  raise  funds 
directly  in  the  market,  and  a  number  of  proposals  have  been  made  to  establish  a 
REA  telephone  bank  as  well. 

We  have  heard  much  this  year  about  the  problems  in  the  student  loan  area. 
Student  loans  were  first  established  as  Federal  direct  loans  in  the  National 
Defense  Education  Act  of  1958,  but  the  available  funds  in  the  budget  were  not 
adequate  to  meet  the  demand.  Thus  a  guaranteed  student  loan  program  was  es- 
tablished in  1965,  which  went  a  long  way  toward  meeting  the  demands  until 
this  year  when  the  ceiling  of  7  percent  on  the  interest  rate  to  be  paid  by  the  stu- 
dent threatened  to  shut  the  program  down.  This  problem  hopefully  is  being  re- 
solved by  the  Administration's  proposal  for  direct  Federal  payment  of  additional 
interest  up  to  3  percent  to  encourage  lenders  to  make  these  loans. 

But  the  interest  rate  is  only  part  of  the  problem,  since  banks  are  necessarily 
concerned  with  their  liquidity  position  and  are  reluctant  to  take  on  too  many  of 
these  long  term  credits.  Thus  plans  are  being  devised  in  many  States  to  provide 
a  secondary  market  for  student  loans  made  by  banks ;  in  some  cases  these  plans 
involve  tax-exempt  bond  financing  of  these  loans,  which  would  add  to  the  overall 
pressures  on  the  municipal  bond  market.  There  are  also  proposals  to  establish  a 
federally-sponsored  secondary  market  facility  for  student  loans,  which  has  been 
dubbed  by  some  as  "Sallie  Mae,"  to  join  the  family  of  Fannie  Mae  and  Ginnie  Mae. 
I  am  sure  you  have  heard  of  other  similar  proposals  to  finance  Federal  credit 
assistance  programs  in  the  bond  market. 

The  problem  is  perhaps  especially  acute  in  the  area  of  federally  assisted  pro- 
grams financed  through  municipal  borrowing.  Apart  from  temporary  problems, 
such  as  the  failure  last  month  of  the  public  housing  and  urban  renewal  bond  and 
note  issues,  due  to  local  interest  rate  ceilings,  these  guarantee  programs  are  ex- 
panding rapidly  and  taking  an  increasing  share  of  the  limited  supply  of  funds 
available  to  the  municipal  market.  In  addition  to  such  well-established  programs 
as  public  housing  and  urban  renewal,  one  can  anticipate  growing  new  demands 
from  proposed  programs  in  the  area  of  water  pollution  and  mass  transit.  This 
potential  crowding  out  of  general  purpose  financing  by  local  governments  has 
prompted  suggestions  to  shift  the  financing  of  these  Federally  assisted  programs 
to  the  taxable  bond  market,  thus  relieving  market  pressures  for  other  municipal 
borrowing  and  reducing  the  interest  costs  of  all  States  and  localities. 

Another  approach  to  private  financing  of  Federal  credit  programs  has  been 
by  converting  direct  loans  to  guaranteed  loans  through  the  sa'e  of  loan  assets 
such  as  Farmers  Home  Administration  notes,  CCC  certificates  of  interest,  Export- 
Import^  Bank  certificates  of  beneficial  interest,  and  individual  loan  sales  by 
SBA,  VA,  HUD,  and  other  Federal  agencies.  An  effort  was  made  to  coordinate 
such  asset  sales  programs  in  the  enactment  of  the  Participation  Sales  Act  of 
1966,  which  permitted  FNMA  to  pool  direct  loans  made  by  several  other  Federal 
agencies  and  sell  guaranteed  certificates  of  participation  in  these  pools  to  private 
investors,  thus  reducing  the  cost  of  financing  the  asset  sales  programs.  Although 
this  program  got  off  to  a  bad  start  for  a  variety  of  reasons,  not  the  least  of  which 
was  its  inauguration  on  the  eve  of  the  credit  crunch  in  1966,  there  was  probably 
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much  to  be  said  for  it  as  a  technique  of  governmental  financial  management. 
But  since  such  sales  were  counted  in  the  Federal  budget  as  asset  sales  or  negative 
expenditures,  and  thus  reduced  overall  budget  outlays  by  a  similar  amount,  there 
was  justifiable  criticism  of  the  program  on  grounds  of  budget  gimmickry.  As  a 
result,  in  1968  the  President  adopted  the  recommendation  by  the  Commission 
on  Budget  Concepts  that  participation  certificates  be  treated  in  the  budget  as 
a  means  of  financing  in  the  same  manner  as  Treasury's  own  issues.  Since  direct 
Treasury  issues  are  even  less  costly  than  PC's  as  a  means  of  financing  Govern- 
ment programs,  there  was  no  incentive  to  continue  the  PC  program,  and  the 
Government  stopped  selling  participation  certificates  in  1968.  It  is  interesting 
to  note,  however,  that  in  this  case  the  banks  seem  to  have  taken  a  leaf  out  of  our 
book,  since  a  number  of  banks  used  the  PC  technique  extensively  in  1969  as  a 
means  of  financing  their  own  loan  portfolios. 

There  is  no  doubt  in  my  mind  that  there  will  continue  to  be  an  important 
role  for  the  Federal  Government  in  facilitating  credit  flows  to  particular  sectors 
of  the  economy.  I  say  this  in  full  recognition  that  in  the  future,  as  in  the 
past,  the  basic  job  of  providing  the  credit  needs  of  this  country  must  and  should 
rest  with  private  financial  institutions  such  as  your  own,  and  the  credit  markets 
in  which  you  operate,  if  we  expect  to  harness  most  effectively  our  financial 
capabilities  to  our  physical  needs.  But  even  in  those  areas  where  the  Federal 
Government  has  a  role  to  play,  I  think  we  need  to  rationalize  the  processes  by 
which  we  arrive  at  our  decisions  on  the  amounts,  terms,  and  allocations  of 
Federal  credit  assistance. 

In  the  first  place,  there  needs  to  be  wider  recognition  vdthin  the  Government 
that  a  dollar  of  credit  can  be  as  scarce  a  resource  as  a  dollar  of  budget  expendi- 
ture. The  trend  from  direct  loans  within  the  budget  to  guaranteed  loans  outside 
the  budget  is  testimony,  I'm  afraid,  that  all  too  often  the  route  of  the  guaranteed 
loan  has  seemed  to  provide  the  simple  solution  to  pressing  ahead  with  desired 
programs  "at  no  cost"  in  terms  of  the  budget.  The  fact  that  there  is  a  limit  to 
the  capacity  of  the  capital  markets,  in  the  broadest  sense,  to  absorb  increasing 
demands  placed  upon  them  by  federally  sponsored  credit  programs  is  a  thought 
that  is  brought  home  only  in  times  of  stress  such  as  the  present,  when  FNMA 
notes  sell  for  8%  percent.  The  addition  of  a  Government  guarantee  to  a  piece 
of  paper  is  not  the  open  sesame  to  easy  credit  that  it  may  at  times  seem. 

Lest  I  be  misunderstood,  let  me  hasten  to  say  that  there  are  good  and  suflScient 
reasons  for  transferring  a  number  of  Federal  credit  program®  out  of  the  budget 
and  to  the  private  sector.  It  would  certainly  be  inconsistent  to  argue  the  principle 
that  the  private  credit  markets  should  be  relied  on  to  as  large  an  extent  as  pos- 
sible, and  at  the  same  time  bend  every  effort  to  keep  such  programs  on  a  direct 
loan  basis  within  the  Government.  Indeed,  one  of  the  toughest  assignments  in 
this  whole  area  is  to  come  up  with  a  set  of  consistent  criteria  to  serve  as 
guides  in  the  administration  of  Federal  credit  assistance — unfortunately, 
borderline  cases  seem  to  be  more  the  rule  than  the  exception. 

The  conclusion  to  be  drawn,  rather,  is  that  some  means  must  be  found  for 
monitoring  the  total  demands  of  federally  assisted  credit  programs  on  the  capital 
markets.  The  numbers  I  cited  to  you  earlier,  while  available  to  the  public,  are 
known  only  to  a  relatively  small  handful  of  specialists  who  concern  themselves 
with  these  matters.  A  way  must  be  found,  it  seems  to  me,  to  focus  public  atten- 
tion much  more  strongly  than  in  the  past  on  the  growth  of  these  Federal  credit 
programs.  As  a  practical  matter,  it  does  not  seem  realistic  to  expect,  nor  indeed 
would  it  necessarily  be  desirable,  to  reinsert  all  forms  of  Federal  credit  assistance 
into  the  calculations  that  end  up  as  a  single  figure  of  a  deficit  or  surplus  in  the 
Federal  accounts.  But  there  is  reason  to  summarize  in  a  prominent  way  in  the 
budget  tables  the  overall  demands  on  the  credit  markets  implied  by  the  growth 
of  Federal  credit  programs. 

Xot  only  would  such  a  consolidation  help  to  focus  attention  on  the  total  of 
these  credit  demands,  but  it  would  also  serve  as  a  means  for  bringing  together 
in  a  single  place  the  varying  terms  on  which  various  Federal  credit  programs 
are  operated.  In  a  number  of  these  programs,  as  you  know,  there  is  a  substantial 
element  of  Federal  subsidy  involved.  Yet  it  takes  an  expert  to  ferret  out  from 
the  scattered  evidence  in  the  present  Federal  accounts  exactly  what  this  element 
of  subsidy  may  be. 

Finally,  I  should  mention  that  there  has  long  been  felt  within  the  Treasury 
a  need  for  rationalizing  the  means  of  financing  various  Federal  credit  programs. 
The  participation  certificate  was  an  earlier  attempt  to  provide  this  rationaliza- 
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tion,  and  I  have  mentioned  some  of  the  reasons  for  its  failure.  But  with  the 
prospect  of  continuing  substantial  growth  in  potential  demands  on  credit  markets 
to  finance  federally  sponsored  programs — and  the  growing  evidence  that  sepa- 
rate federally-sponsored  financial  institutions  are  being  designed  to  provide  that 
financing — it  seems  to  me  that  it  is  not  too  soon  to  undertake  a  new  effort  to 
impose  greater  order  on  what  could  become  an  unnecessary  proliferation  of 
quasi-governmental  channels  for  transferring  financial  resources  from  lender 
to  borrower. 


Taxation  Developments 

Exhibit  20. — Statement  by  the  President,  December  30,  1969,  an  signing  the 

Tax  Reform  Act  of  1969 

Eight  months  ago,  I  submitted  a  sweeping  set  of  proposals  to  the  Congress  for 
the  first  major  tax  reform  in  15  years,  one  which  would  make  our  tax  system 
more  fair. 

My  proposals  were  carefully  balanced  to  avoid  increasing  the  pressure  on  prices 
that  were  already  rising  too  fast. 

Congress  has  passed  an  unbalanced  bill  that  is  both  good  and  bad.  The  tax 
reforms,  on  the  whole,  are  good  ;  the  effect  on  the  budget  and  on  the  cost  of  living 
is  bad. 

When  the  Congress  reduces  revenues,  and  at  the  same  time  increases  appro- 
priations, it  causes  budget  deficits  that  lead  to  higher  prices. 

In  terms  of  long-overdue  tax  reform,  most  of  my  major  reform  proposals  were 
adopted.  Other  proposals  were  worked  out  between  the  Congress  and  the  Admin- 
istration ;  still  others  were  the  handiwork  of  the  Congress  alone. 

— More  than  9  million  low-income  people  who  pay  taxes  will  be  dropped  from 
the  tax  rolls.  This  results  primarily  from  the  special  Low  Income  Allowance 
that  I  proposed  last  April  as  a  means  of  making  sure  that  people  at  or  below  the 
poverty  level  do  not  have  to  pay  Federal  income  taxes. 

— A  large  number  of  high-income  persons  who  have  paid  little  or  no  Federal 
income  taxes  will  now  bear  a  fairer  share  of  the  tax  burden  through  enactment 
of  a  minimum  income  tax  comparable  to  the  proposal  that  I  submitted  to  the 
Congress,  which  closes  the  loopholes  that  permitted  much  of  this  tax  avoidance. 
However,  the  highest  rates  on  wages  and  other  earned  income,  not  otherwise 
tax-sheltered,  will  be  reduced  from  70  percent  to  50  percent  in  1972. 

— The  Congress  accepted  my  recommendations  to  reduce  sharply  the  discrim- 
ination against  single  persons  in  the  tax  laws. 

— Over  19  million  additional  people  who  pay  taxes  will  find  their  annual  task 
easier  because  they  will  find  it  advantageous  to  use  the  simple  standard  deduc- 
tion, which  is  being  significantly  increased,  rather  than  listing  each  deduction 
separately. 

— Measures  are  also  included  that  will  guard  against  over-withholding  of  in- 
come taxes.  For  example,  students  who  work  in  the  summer  and  who  in  the  past 
have  had  taxes  withheld  and  retained  by  the  government  until  refund  checks 
were  mailed  out  the  following  spring,  will  no  longer  be  subject  to  such 
withholding. 

— The  application  of  our  Low  Income  Allowance  will  permit  a  student  in  1970 
to  earn  $1,725 — $825  more  than  at  the  present  time — without  paying  Federal 
taxes  or  being  subject  to  withholding. 

— The  255-page  bill  represents  a  sweeping  revision  of  the  Internal  Revenue 
Code.  Section  after  section  is  tightened  to  prevent  the  avoidance  of  taxes  that 
has  permitted  far  too  many  of  our  citizens  to  avoid  the  taxes  that  others  have 
had  to  pay. 

— Our  continuing  efforts  to  meet  the  nation's  housing  needs  will  be  aided.  The 
tax  bill  encourages  rehabilitation  of  old  housing  and  investment  in  residential 
construction. 

— Tax-free  foundations  were  brought  under  much  closer  Federal  scrutiny 
although  Congress  wisely  rejected  provisions  that  would  have  hampered  legiti- 
mate activities  of  the  voluntary  sector.  At  the  same  time,  we  must  recognize 
that  congressional  consideration  of  this  matter  refiected  a  deep  and  wholly 
legitimate  concern  about  the  role  of  foundations  in  our  national  life. 

Congress  also  accepted  this  Administration's  recommendation  to  increase 
Social  Security  payments,  enabling  our  older  citizens  to  maintain  their  standard 
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of  living  in  the  face  of  rising  prices.  Earlier  I  proposed  that  this  be  accomplished 
through  a  "catchup"  increase  in  payments  coupled  with  automatic  increases  in 
the  years  ahead  to  meet  any  future  rises  in  living  costs.  Congress  provided  in- 
stead for  a  higher  one-time  increase  with  no  automatic  increases  in  the  years 
ahead.  I  believe  my  position  was  more  responsive  to  the  long-range  needs  of  the 
elderly,  but  the  overriding  consideration  is  that  25  million  recipients  of  Social 
Security  benefits  have  fallen  behind  financially,  which  makes  my  approval  of 
this  short-range  revision  necessary. 

Despite  the  achievement  of  these  worthy  goals,  the  decision  to  sign  the  bill 
was  not  an  easy  one. 

The  bill  unduly  favors  spending  at  the  expense  of  saving  at  a  time  when  de- 
mands on  our  savings  are  heavy.  This  will  restrict  the  fiow  of  savings  to  help 
build  housing,  to  provide  credit  for  small  business  firms  and  farmers,  and  to 
finance  needed  State  and  local  government  projects.  It  will  make  our  fight  against 
the  rising  cost  of  living  more  difficult. 

The  critical  moment  for  this  legislation  came  after  the  Senate  had  passed  a 
totally  irresponsible  bill  that  would  have  led  to  a  sharp  increase  in  the  cost  of 
living  for  every  family  in  America.  In  a  letter  to  the  leaders  of  the  Congress, 
I  left  no  doubt  that  such  a  bill  would  be  vetoed. 

As  a  result,  when  members  of  the  Congress  met  to  work  out  the  differences 
between  the  House  and  Senate  bills,  the  bill  that  came  out  of  that  Conference 
was  over  $6  billion  less  inflationary  for  the  next  fiscal  year  than  the  bill  that  had 
passed  the  Senate.  It  still  falls  almost  $3  billion  short  of  my  original  proposals, 
but  this  response  to  my  appeal  to  budgetary  sanity  makes  it  possible  for  me  to 
sign  the  bill  into  law. 

I  am,  however,  deeply  concerned  about  the  reluctance  of  the  Congress  to  face 
up  to  the  adverse  impact  of  its  tax  and  spending  decisions.  If  taxes  are  to  be 
reduced,  there  must  be  corresponding  reductions  on  the  expenditure  side.  This 
has  not  been  forthcoming  from  the  Congress.  On  the  contrary  :  In  the  very  session 
when  the  Congress  reduced  revenues  by  $3  billion,  it  increased  spending  by  $3 
billion  more  than  I  recommended. 

A  deficit  in  the  budget  at  this  time  would  be  irresponsible  and  intolerable.  We 
cannot  reduce  taxes  and  increase  spending  at  a  time  and  in  a  way  that  raises 
prices.  That  would  be  robbing  Peter  to  pay  Paul.  That  is  why  I  shall  take  the 
action  I  consider  necessary  to  present  a  balanced  budget  for  the  next  fiscal  year. 

I  am  also  concerned  about  the  constraint  this  act  imposes  on  Government 
revenues  in  future  years,  limiting  our  ability  to  meet  tomorrow's  pressing  needs. 

Seldom  is  any  piece  of  major  legislation  fully  satisfactory  to  a  President.  This 
bill  is  surely  no  exception.  But  I  sign  it  because  I  believe  that,  on  balance,  it  is 
a  necessary  beginning  in  the  process  of  making  our  tax  system  fair  to  the 
taxpayer. 

Exhibit  21. — Statement  by  Secretary  Kennedy,  September  4,  1969,  before  the 
Senate  Finance  Committee,  on  the  Tax  Reform  Act  of  1%9 

The  Tax  Reform  Act  of  1969  is  a  milestone  in  tax  legislation.  The  Administra- 
tion strongly  urges  its  enactment  at  the  earliest  practicable  date. 

While  we  endorse  its  enactment,  we  believe  that  the  bill  should  be  improved 
in  a  number  of  respects.  Broadly,  these  are  : 

— the  long  run  revenue  loss  in  the  bill  of  approximately  $2.4  billion  should  be 
scaled  down  by  about  half ; 

— the  balance  of  tax  shifts  in  the  bill  (a  $7.3  billion  reduction  for  individuals 
and  a  $4.9  billion  increase  for  corporations)  should  be  redressed  by  including  a 
2-point  reduction  in  the  corporate  tax  rate  ; 

— a  number  of  structural  changes  in  the  bill  should  be  modified,  some  because 
they  go  too  far,  others  because  they  do  not  go  far  enough. 

Let  us  make  no  mistake  about  the  nature  of  the  legislation  approved  by  the 
House  of  Representatives.  H.R.  13270  is  not  only  the  most  sweeping  tax  reform 
measure  in  the  history  of  the  Internal  Revenue  Code.  It  also  embodies  a  signifi- 
cant amount  of  tax  reduction.  Reduction  of  this  type  and  amount  at  this  time  can 
be  questioned  on  three  grounds. 

First,  action  now  to  reduce  the  national  tax  burden  by  a  net  $2.4  billion  an- 
nually would  represent  a  significant  decision  with  respect  to  national  priorities. 
To  the  extent  future  revenues  are  today  committed  for  such  reduction,  they  can- 
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not  be  used  to  support  important  Government  programs.  (It  should  be  noted 
that  the  $2.4  billion  projected  revenue  loss  is  expressed  in  terms  of  today's 
income  levels.  With  incomes  expected  to  rise  significantly  in  the  next  decade,  the 
revenue  loss  would  be  much  higher. ) 

The  Administration's  concern  over  the  proposed  cuts  in  individual  taxes  does 
not  mean  that  we  attach  a  low  priority  to  this  goal.  But  tax  reduction  cannot 
be  carried  out  without  due  consideration  for  other  national  needs.  The  extent  to 
which  we  can  responsibly  curtail  our  defense  outlays  has  to  be  determined  by 
future  events,  many  of  which  are  beyond  our  control.  Domestically,  the  Con- 
gress has  enacted  programs  which  call  for  increased  spending  in  future  years. 
This  Administration  is  committed  to  renovation  of  national  welfare  programs  and 
to  an  imaginative  program  of  revenue-sharing  with  State  and  local  governments. 
Proposals  also  will  be  forthcoming  to  promote  additional  hiring  and  training 
of  the  hard-core  unemployed  and  to  foster  investment  in  poverty  areas. 

The  nation  is  committed  to  the  goal  of  adequate  housing  for  all  of  its  citizens. 
Recent  studies  demonstrate  that  Federal  surpluses,  which  would  bring  down 
interest  rates  and  stimulate  the  flow  of  funds  into  mortgages,  may  well  be  the 
best  way  in  which  to  promote  such  housing. 

Even  though  this  Administration  is  determined  to  pursue  a  prudent  spending 
policy,  we  simply  do  not  know  enough  about  the  future  to  commit  oursedves  today 
to  the  degree  of  tax  reduction  embodied  in  H.R.  13270.  In  our  suggested  changes, 
we  have  not  attempted  to  attain  a  precise  balancing  of  estimated  increases  and 
decreases  over  the  period.  Indeed,  revenue  estimating  is  far  too  imperfect  a 
science  for  that  purpose.  However,  we  urgently  recommend  that  you  reduce  the 
expected  shortfall  in  H.R.  13270  by  approximately  half,  to  $1.3  billion. 

The   second  major  question  concerning  the  tax  reduction  in  H.R.   13270  is 
whether  it  is  equitable.   The  largest  cuts  are  appropriately  centered  in   the 
lowest  brackets.  But,  in  too  many  instances,  certain  taxpayers  are  given  reduc- 
tions much  higher  than  others  in  comparable  economic  circumstances. 
Our  recommendations  would  reduce  these  inequities  by  : 

Restoring  the  "phase-out"  in  the  proposed  Low  Income  Allowance,  but  at  a 
rate  of  $1  tax  for  $4  income  as  contrasted  with  the  $1  to  $2  curve  in  Presi- 
dent Nixon's  original  proposal.  This  still  would  remove  5  million  taxpayers, 
including  almost  all  of  those  at  the  poverty  level,  from  the  Federal  tax  rolls. 
Raising  the  present  standard  deduction  of  10  percent  with  a  $1,000  ceiling 
to  12  percent  with  a  $1,400  ceiling,  instead  of  15  percent  with  a  $2,000 
ceiling. 

Liberalizing  taxation  of  single  persons  as  compared  to  married  couples 
through  a  new  rate  schedule  rather  than  allowing  head-of-household  status 
to  those  single  persons  over  35. 
The  third  shortcoming  of  H.R.  13270  is  that  it  is  weighted  in  favor  of  con- 
sumption to  the  potential  detriment  of  the  nation's  productive  investment.  To 
be  sure.  President  Nixon  recommended  on  April  21  the  repeal  of  the  7  percent 
investment   tax   credit.    Such   repeal   represents   over  half  of  the   $4.9  billion 
increase  in  corporate  taxes  in  the  bill.  While  the  Administration's  position  on 
repeal  of  the  investment  tax  credit  is  unchanged,  we  are  concerned  about  the 
bias  in  the  bill  against  investment  in  favor  of  consumption.  Such  overweighting, 
embodied  in  the  proposed  treatment  of  capital  gains  as  well  as  corporate  tax 
increases,  could  impede  economic  growth  in  the  years  ahead  by  curtailing  the 
incentive  to  make  productive  investments. 

To  help  guard  against  this  drag  on  growth,  the  Administration  strongly  rec- 
ommends that  the  tax  rate  on  corporate  profits  be  reduced  by  one  point  in  calendar 
year  1971  and  an  additional  point  in  1972.  This  would  reduce  corporate  taxes 
by  an  estimated  $800  million  in  1971  and  $1.6  trillion  by  1972  (in  terms  of 
today's  profit  levels),  thereby  reducing  the  net  increase  in  corporate  taxes  in 
H.R.  13270  from  $4.9  billion  to  $3.5  billion  (after  other  recommended  adjust- 
ments). This  change  in  the  bill  would  not  be  unfair  to  individuals.  Their  tax 
relief,  concentrated  in  the  lower  brackets,  would  still  amount  to  a  gross  amount 
of  $7.3  billion  and  a  net  figure  of  $4.8  billion. 

Although  no  one  can  forecast  perfectly  the  trend  of  the  economy  in  the  next 
two  years,  the  Administration's  current  timetable  in  its  anti-inflationary  program 
of  tax  relief  in  H.R.  13270,  individual  as  well  as  corporate,  will  have  to  be 
reevaluated  in  the  light  of  then  existing  conditions. 

Investment  in  the  years  ahead  may  also  be  impeded  by  the  proposed  changes 
in  tax  treatment  of  capital  gains.  We  believe  these  changes  go  too  far.  Our  origi- 
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nal  proposals  were  designed  to  prevent  excesses  rather  than  fundamentally  alter 
such  tax  treatment.  Accordingly,  we  recommend  retention  of  the  6-month  holding 
period,  as  contrasted  with  the  extension  to  1  year  in  H.R.  13270.  In  addition,  we 
favor  retention  of  the  maximum  25  percent  rate  on  capital  gains,  except  in  cases 
of  very  large  gains  relative  to  ordinary  income.  In  these  instances,  which  would 
affect  a  relatively  small  number  of  individuals,  the  rate  could  rise  as  high  as 
32%  percent,  or  to  half  the  new  top  bracket  rate  of  65  percent. 

Our  recommendations  concerning  capital  gains  taxation  and  other  provisions  of 
H.R.  13270  are  outlined  in  detail  in  Assistant  Secretary  Cohen's  statement,  which 
has  been  submitted  to  the  committee.  Before  responding  to  questions,  I  would 
like  to  summarize  several  of  these  recommendations. 

1.  Petroleum  taxation. — In  its  tax  proposals  of  April  22,  the  Administration 
made  no  recommendation  for  change  in  percentage  depletion  as  it  affects  the 
petroleum  industry,  except  to  include  such  depletion  in  the  Limit  on  Tax 
Preferences  (LTP)  and  the  Allocation  of  Deductions  Rule  (ADR).  We  recom- 
mended that  intangible  drilling  costs  that  would  otherwise  be  capitalized  also  be 
included  in  the  LTP  and  ADR.  Further,  we  proposed  that  certain  sales  of 
production  payments  be  treated  as  loans  to  avoid  manipulation  of  income  and 
losses  in  mineral  transactions. 

The  House  of  Representatives  accepted  our  proposals  relating  to  production 
payments.  It  included  percentage  depletion  and  intangible  drilling  costs  in  the 
Allocation  of  Deductions  but  dropped  them  from  the  Limit  on  Tax  Perferences. 
The  House  action  also  disallowed  percentage  depletion  on  foreign  operations 
and  reduced  depletion  on  domestic  operations  from  27%  percent  to  20  i)ercent. 

Although  the  Administration  did  not  recommend  a  cut  in  domestic  percentage 
depletion,  we  accept  the  House  approach  to  increasing  the  share  of  the  national 
tax  burden  borne  by  the  petroleum  industry.  But  this  cut  in  domestic  depletion 
will  not  close  the  loophole  which  permits  a  wealthy  oilman  to  pay  little  or  no 
Federal  income  tax.  To  do  so,  we  recommend  that  the  Senate  restore  percentage 
depletion  to  the  LTP.  However,  intangible  drilling  costs,  included  originally  in 
the  Administration's  LTP  proposal,  should  be  restored  to  the  LTP  only  for  in- 
vestors and  not  for  those  individuals  who  receive  60  percent  or  more  of  their 
income  from  oil  and  gas  operations. 

2.  Financial  institutions. — The  Administration  does  not  object  to  the  provisions 
of  H.R.  13270  which  would  base  bad  debt  losses  of  commercial  banks,  mutual  sav- 
ings banks,  and  savings  and  loan  associations  on  actual  experience — subject  to  a 
10-year  carryback  and  a  5-year  carry  forward  for  net  operating  losses.  But  we 
are  concerned  about  the  continued  heavy  reliance  on  investment  restrictions  to 
promote  a  flow  of  money  in^^o  residential  construction.  Such  restrictions  limit 
the  ability  of  the  thrift  institutions  to  compete  for  savings  during  periods  of  tight 
money.  They  also  fail  to  recognize  other  important  national  goals. 

We  therefore  recommend  a  special  tax  deduction  for  each  of  these  three 
institutions,  designed  to  encourage  the  flow  of  credit  not  only  into  residential 
construction,  but  also  into  other  socially  preferred  uses,  such  as  guaranteed  loans 
to  college  students  and  loans  guaranteed  by  the  Small  Business  Administration. 
At  the  outset,  this  deduction  could  consist  of  5  percent  of  gross  interest  income 
from  such  loans.  However,  the  deduction  could  not  serve  in  any  year  to  reduce 
the  taxable  income  of  any  such  institution  to  an  amount  less  than  60  percent  of 
taxable  income,  adjusted  to  include  the  full  amount  of  dividend  income  and  tax- 
exempt  interest. 

The  result  of  these  provisions  would  be  to  create  tax  equity  among  these  com- 
peting institutions,  enhance  their  competitive  ability  relative  to  other  outlets 
for  savings,  and  encourage  the  flow  of  money  into  uses  determined  by  the  Con- 
gress to  be  socially  preferable. 

3.  Other  provisions. — Five  other  Administration  recommendations  should  be 
noted : 

— H.R.  13270  goes  too  far  in  taxing  foundations.  We  recommend  that  the  pro- 
posed 7%  percent  tax  on  income  be  replaced  by  a  2  percent  "supervisory  tax," 
which  would  raise  sufficient  funds  for  an  adequate  audit  program  in  the  Internal 
Revenue  Service. 

— In  order  to  make  certain  that  the  bill  does  not  unduly  restrict  donations  of 
property  to  charities,  colleges,  and  other  tax-exempt  activities,  we  recommend 
deletion  of  the  provision  which  would  include  appreciation  on  such  property  in 
the  Limit  on  Tax  Preferences  and  the  Allocation  of  Deductions. 

— The  personal  deduction  allowed  for  State  gasoline  taxes  should  be  repealed. 
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Inasmuch  as  the  State  tax  is,  like  the  Federal  tax,  essentially  a  user  charge,  the 
existing  deduction  in  effect  shifts  the. burden  of  those  taxpayers  who  itemize  to  the 
general  taxpayer.  Repeal  would  raise  the  average  tax  on  those  who  itemize  by 
$10  to  $15. 

— The  House  bill  goes  beyond  the  Administration's  recommendations  and 
includes  interest  on  State  and  local  bonds  in  the  LTP.  The  Administration  op- 
poses this  inclusion  for  the  same  reasons  we  gave  on  April  22 — there  are  con- 
stitutional doubts  as  to  inclusion  as  well  as  the  possibility  of  adverse  repercussions 
in  the  market  for  State  and  local  securities.  However,  we  recommend  as  we  did  in 
April  that  the  full  amount  of  tax-exempt  interest  be  included  in  the  Allocation 
of  Deductions  rule,  without  the  10-year  phase-in  contained  in  the  House  bill. 

— To  simplify  compliance  by  millions  of  low-income  individuals,  persons  not 
subject  to  tax  under  the  new  higher  levels  resulting  from  the  Low  Income 
Allowance  sihould  not  be  required  to  file  returns. 

Mr.  Chairman,  I  repeat  that  the  bill  before  you  is  a  milestone  in  tax  legislation. 
Almost  all  of  the  16  substantive  tax  proposals  which  President  Nixon  submitted 
to  the  Congress  in  April,  including  the  Limit  on  Tax  Preferences  and  the  Low 
Income  Allowance,  are  included  in  the  bill.  The  House  Ways  and  Means  Com- 
mittee, as  a  result  of  its  exhaustive  hearings,  added  a  number  of  constructive 
measures  to  those  proposed  by  the  Administration.  The  resulting  legislation  was 
overwhelmingly  approved  by  the  House  of  Representatives. 

Now  it  is  up  to  the  Senate.  I  am  confident  that  this  committee  will  proceed 
with  the  same  determination  shown  in  the  House  and  that  we  can  look  forward 
to  final  enactment  of  H.R.  13270,  appropriately  modified,  before  the  end  of  1969. 

In  the  words  of  President  Nixon,  such  enactment  will  represent  a  long  step 
toward  making  taxation,  if  not  popular,  at  least  fair  for  all  of  our  citizens. 


Exhibit  22. — Statement  by  Assistant  Secretary  Cohen,  September  4,  1969,  before 
the  Senate  Finance  Committee,  on  the  Tax  Reform  Act  of  1%9 

It  is  my  pleasure  to  join  in  Secretary  Kennedy's  statement  and  to  present  the 
Administration's  i>osition  on  the  specific  provisions  of  H.R.  13270,  the  Tax  Reform 
Act  of  1969. 

The  bill  in  its  present  form  when  fully  effective  provides  tax  relief  of  $9.7 
billion  to  individuals  and  also  contains  certain  incentive  provisions  which  involve 
a  revenue  loss  of  $0.8  billion — a  total  revenue  reduction  of  $10.5  billion.  These 
are  offset  by  revenue-raising  provisions  which  in  the  long  run  will  total  $8.1 
billion  (including  $3.3  billion  from  repeal  of  investment  credit),  resulting  in  a 
net  revenue  loss  of  $2.4  billion.  In  some  years  in  the  early  1970's  the  net  revenue 
loss  will  be  about  $1.0  billion  higher.  The  bill  would  commit  at  this  time  revenues 
which  may  be  needed  for  programs  of  high  priority,  such  as  President  Nixon's 
family  assistance  plan,  the  Administration's  program  for  revenue  sharing  with 
State  and  local  governments,  and  other  vital  measures.  The  size  of  this  revenue 
loss  requires  that  the  tax  relief  provisions  of  the  bill  be  carefully  evaluated. 

The  provision  giving  $4.5  billion  of  rate  reductions  to  individuals  represents 
reasonable,  equitable  tax  relief.  The  other  broad  impact  of  the  bill — ^the  individ- 
ual relief  provisions  other  than  rate  reduction — ^converting  the  Administration's 
proposed  Low  Income  Allowance  to  a  flat  minimum  standard  deduction  allowance 
of  $1,100,  extending  the  standard  deduction  to  15  percent  with  a  $2,000  maximum, 
extending  head-of-household  treatment  to  all  single  persons  over  age  35,  and 
extending  special  relief  to  widows  and  widowers,  provide  disproportionately  high 
tax  reduction  in  many  instances.  In  effect,  these  various  benefits  cumulate  in 
some  of  the  income  brackets,  particularly  with  respect  to  single  persons,  and 
create  some  serious  imbalances  in  the  allocation  of  the  total  tax  relief.  While 
there  is  merit  in  these  changes,  in  the  aggregate  they  go  too  far  and  should  be 
cut  back.  The  imbalances,  we  believe,  should  be  corrected. 

The  bill  would  result  in  a  net  long  term  shift  in  tax  burden  between  corpora- 
tions and  individuals  as  follows : 
Individuals :  —$7.3  billion 
Corporations :  -f$4.9  billion 
The  resulting  shift  in  emphasis  of  this  magnitude  from  investment  to  consump- 
tion is  in  our  judgment  inadvisable. 

The  Administration  recommends  a  revised  program  of  tax  relief  for  both 
individuals  and  corporations  designed  to  decrease  the  revenue  loss  in  the  bill, 
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distribute  the  tax  relief  among  individuals  more  equitably,  and  reduce  to  an 
acceptable  degree  the  shif*-  in  emphasis  from  investment  to  consumption.  This 
revised  program  would  provide  substantial  relief  for  individuals  of  the  same 
general  types  as  are  contained  in  the  bill.  The  program  also  calls  for  a  corporate 
rate  reduction  ultimately  reaching  2  percentage  points — ^relief  of  the  same  general 
magnitude  as  the  individual  rate  reductions. 

This  revised  program  vrould  result  in  a  long  term  revenue  loss  of  $1.3  billion 
per  year,  approximately  half  as  much  as  the  $2.4  billion  revenue  loss  which  would 
result  from  the  House  bill.  It  would  result  in  a  net  increase  in  corporate  taxes 
of  $3.5  billion  and  a  reduction  for  individuals  of  $4.8  billion.  While  this  still 
represents  some  shift  in  emphasis  from  investment  to  consumption,  it  is  one  that 
is  much  less  severe  than  that  provided  in  the  House  bill  and  is  one  that  is 
warranted  by  the  economic  conditions  which  we  expect  to  prevail  In  the  year  1972 
and  thereafter,  when  it  will  have  its  principal  effect. 

The  general  composition  of  the  bill  by  rate  reduction,  reform,  relief  and  in- 
centive, for  Individuals  and  corporations,  is  shown  in  table  I.  Table  II  contains 
a  list  of  the  specific  provisions  in  the  House  bill  in  the  order  that  I  will  discuss 
them,  with  the  long-run  revenue  estimate  of  the  House  bill  and  the  proposed 
Treasury  change. 

I  have  at^^ached  at  the  end  of  this  statement  tables  showing  the  effects  of  the 
principal  provisions  on  a  typical  married  taxpayer  at  various  income  levels. 
There  is  also  a  table  showing  by  adjusted  gross  income  classes  the  pattern  of 
total  tax  change  under  the  bill  and  under  the  proposed  changes.  It  demonstrates 
that  our  program  continues  but  moderates  the  pattern  of  the  House  bill  of 
heavier  reductions  in  the  bottom  brackets,  cuts  of  about  5  percent  in  the  middle 
brackets,  and  an  increase  in  the  top  brackets. 

Table  I. — Comparison  of  House  bill  and  Treasury  proposal  by  principal  feature 
in  terms  of  long  run  revenue  effect 

[In  millions  of  dollars] 


House  bill 


Treasury 
proposal 


Difference  (— ) 

is  increased 
revenue  loss,  or 
decreased  gain 


-4, 705 

-1,690 

-445 

-500 


-7,340 


-1,600 


-70 
-440 


-207 

2,335 

205 


2,333 


-1,600 
'"'326 


Rate  reduction  and  relief  provisions: 
Individual: 

Rate  reduction —4, 498 

Standard  deduction —4,025 

Single  person, _._ —650 

Other... -500 

Total -9,673 

Corporation; 

Rate  reduction 

Incentive  provisions: 

Individual. —70 

Corporation. —760 

Total  rate  reduction,  relief,  and  incentive 

Reform  provisions: 
Individuals: 

Investment  credit  repeal 

Other 

Total 

Corporations: 

Investment  credit  repeal.. 

Other.. 

Total __ _ 

Total  individuals  and  corporations  reform 

Total: 

Individuals. —7,328 

Corporations 4,910 

Combined —2,418 


-10,503 

-9,450 

1,053 

600 

600 

1,975 

1,815 

160 

2,415 

2,575 

160 

2,700 

2,700 

2, 970 

2,830 

-140 

6,670 

5,530 

-140 

8, 085 

8,105 

20 

4,835 

2,493 

3,490 

-1,420 

-1,345 

1,073 

330   19  70  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Table  II. — Long-run  revenue  effects  of  H.R.  13270  as  passed  by  the  House  and 

proposed  Treasury  changes  by  major  provision 

[In  millions  of  dollars] 

Long-run  revenue  effects 


House  Current       Difference  (— ) 

Bill  Treasury  is  greater 

proposal        revenue  loss 


Tax  relief— Individuals: 

Rate  reduction. -4,498  i-4,705  2-207 

Low  income  allowance— minimum  standard  deduction —2,662  —920  1732 

Standard  deduction. —1,373  —770  '603 

Single  persons. -660  -445  205 

Reporting  by  low  income  taxpayers 

Earned  income  rate  limit _ —100  — ioo 6 

Gasoline  tax  deduction. 0  390  390 

Tax  relief— Corporations: 

Rate  reduction 0  -1,600  -1  600 

Others: 

Foundations _ loo  25  —75 

Exempt  organizations— unrelated  business  income 20  20  0 

Charitable  contributions 20  20  0 

Farmlosses 20  60  30 

Interest  deductions. .*...,  20  0  —20 

Moving  expenses —100  —100  0 

Limit  on  tax  preferences 85  60  —25 

Allocation. _  460  480  20 

Income  averaging _  —300  —300  0 

Restricted  property _..  (*)  (♦)  (•) 

Deferred  compensation 25  0  —25 

Accumulation  trusts 70  70  0 

Multiple  corporations 236  235  0 

Corporate  securities. 70  70  (•) 

Stock  dividends (•)  (•)  (•) 

Foreign  income. 66  50  -15 

Financial  institutions _ 460  410  -50 

Regulated  utilities 310  310  0 

Tax-free  dividends 80  80  0 

Natural  resources 600  600  0 

Capital  gains  and  losses  of  individuals 635  425  -210 

Capital  gains  of  corporations 175  176  0 

Realestate. l,005  1,005  0 

Cooperatives ..  (♦)  (*)  (•) 

Subchapters (♦)  (•)  (•) 

Investment  credit  repeal 3,300  3,300  0 

Amortization  of  freight  cars... —100  0  100 

Amortization  of  pollution  equipment. ___  —400  —180  220 

Taxation  of  state  and  local  bonds (•)  (*)  (*) 

Total -2,418  -1,345  1,073 

*Less  than  $2.5  million. 

'  1979,  calendar  year  liability. 

2  Increase  due  to  broader  tax  base  associated  with  a  lower  standard  deduction. 


The  Administration's  position  on  the  provisions  of  the  House  bill  is  as  follows. 
A  separate  more  detailed  memorandum  making  further  recommendations  as  to 
various  matters  is  also  being  submitted  to  the  committee. 

1.  Tax  relief— individuals  (sees.  801,  802,  803, 804,  805)' 

Rate  reductions. — The  $4.5  billion  rate  cut  in  the  biU  does  not  discriminate 
between  itemizers  and  nonitemizers,  between  homeowners  and  tenants,  between 
married  persons  and  single  persons,  between  heads  of  households  supporting 
dependents  and  single  persons  without  this  burden,  or  between  taxpayers  with 
different  sources  of  income.  The  Administration  recommends  retention  of  the 
$4.5  billion  rate  cut  ^  in  the  form  contained  in  the  House  bill  because  it  provides 
such  evenhanded  nondiscriminatory  relief. 

Loiv  income  allowance. — The  Administration  in  April  1969,  recommended  a 
Low  Income  Allowance  designed  to  relieve  persons  and  families  with  incomes 


^  References  are  to  section  numbers  of  H.R.  13270. 

'  The  rate  cuts  will  cost  $4.7  billion  under  our  proposals  because  our  changes  in  the 
standard  deduction  broaden  the  income  base. 
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below  the  poverty  leve,!  from  any  tax  liability.  To  reduce  the  revenue  loss  from 
thia  additional  special  deduction,  and  to  direct  its  impact  at  those  belovp  or  near 
the  poverty  level,  it  was  to  be  "phased-out,"  i.e.,  the  special  allowance  was  to  be 
reduced  at  the  rate  of  50  cents  for  each  dollar  of  income  over  the  specified 
"poverty"  levels.  This  limited  the  bulk  of  the  relief  to  i)ersons  with  incomes  below 
$5,000.  The  allowance  in  this  form  would  have  relieved  over  5  million  presently 
taxable  persons  from  any  tax  liability,  would  have  reduced  the  tax  of  7  million 
more  persons,  and  would  have  resulted  in  an  annual  revenue  loss  of  only  $625 
million.  The  Low  Income  Allowance  in  this  form  was  favorably  reix)rted  in  H.R. 
12290  by  this  Committee. 

The  present  bill  contains  the  Low  Income  Allowance  but  provides  for  the 
phaseout  for  the  year  1970  only.  Thus,  the  bill  completely  eliminates  the  phaseout 
for  1971  and  subsequent  years,  resulting  in  an  additional  revenue  cost  of  $2.0 
billion. 

The  Administration  recommends  that  the  phaseout  be  retained  but  be  stretched 
out  by  application  at  tiie  rate  of  25  cents  for  each  dollar  of  income  above  the 
poverty  level.  This  will  extend  the  tax  benefits  provided  by  the  allowance  to 
somewhat  higher  brackets  where  they  are  justified,  but  without  converting  the 
allowance  to  a  minimum  standard  deduction  of  $1,100,  which  is  the  effect  of  the 
House  bill.  The  Low  Income  Allowance  with  this  extended  phaseout  will  result 
in  a  revenue  loss  of  $920  million  in  lieu  of  the  $625  million  as  originally  proposed. 
It  will  thus  save  some  $1.7  billion  of  the  cost  of  outright  elimination  of  the 
phaseout. 

Standard,  deduction. — The  provisions  of  the  House  bill  increasing  the  standard 
deduction  over  a  3-year  period  from  the  present  10  percent,  with  a  ceiling  of 
$1,000,  to  a  level  of  15  percent,  with  a  ceiling  of  $2,000,  should  be  changed.  The 
increase  should  be  limited  to  a  .level  of  12  percent  with  a  ceiling  of  $1,400.  This 
more  limited  exten.s»ion  of  the  standard  deduction  would  still  result  in  major 
simplification  since  some  4  million  taxpayers  will  be  able  to  switch  from  itemizing 
their  deductions  to  the  standard  deduction.  The  combined  effect  of  the  rate  re- 
duction, the  Low  Income  Allowance  and  standard  deduction  increase  will  be  to 
reduce  taxes  for  some  63  million  taxpayers  and  to  remove  some  6  million  persons 
completely  from  the  tax  rolls.  The  revenue  cost  of  the  standard  deduction 
liberalization  in  this  more  limited  form  will  be  $770  million  as  comx)ared  to 
$1,373  million  cost  of  the  House  bill  provision. 

Single  persons. — The  tax  burden  on  single  persons  is  disproportionately  high 
in  relation  to  that  of  married  persons  who  enjoy  the  benefits  of  income  splitting. 
However,  in  our  judgment  the  provision  of  the  House  bill  extending  head-of- 
household  treatment  to  all  single  persons  age  35  and  over  is  not  the  best  means 
of  dealing  with  this  inequity.  While  a  test  based  on  maintenance  of  a  household 
might  have  been  devised,  it  would  have  been  extremely  diflBcult  to  administer 
where  the  taxpayer  had  no  dependents,  and  in  any  event,  the  inequity  to  be 
corrected  is  the  disparity  in  burden  between  single  persons,  whether  or  not  they 
have  dependents,  and  married  couples.  It  seems  preferable  to  reserve  more  favor- 
able treatment  for  individuals  who  both  maintain  households  and  support  de- 
pendents, as  opposed  to  single  persons  who  do  not,  but  yet  also  narrow  the  tax 
differential  between  single  and  married  persons.  Further,  the  selection  of  age 
as  a  dividing  line  for  preferential  treatment  seems  arbitrary  and  bears  no 
relationship  to  actual  ability  to  pay. 

Accordingly,  in  lieu  of  the  provisions  of  the  House  bill,  the  Administration 
recommends  that  a  new  rate  schedule  be  adopted  for  single  persons.  This  schedule 
would  be  constructed  so  that  the  difference  between  single  person  riates  and 
married  couple  rates  would  be  narrowed ;  no  single  person  with  the  same  taxable 
income  as  a  married  couple  would  pay  a  tax  more  than  20  percent  greater  than 
the  tax  paid  by  the  married  couple.  The  head-of-household  rates  would  be  re- 
served for  j)ersons  maintaining  a  household  for  the  supi)ort  of  dependents,  and 
would  continue  to  fall  approximately  halfway  between  the  new  single  person  rate 
schedule  and  the  rates  applicable  to  married  couples.  This  proposed  maximum 
20  percent  differential  refiects  a  reasonable  judgment  of  the  additional  costs  of 
living  of  married  couples  and  their  ability  to  pay  as  compared  to  single  persons. 

The  provision  of  the  bill  extending  without  limitation  split  income  treatment 
to  surviving  spouses  with  dependents  (rather  than  for  only  2  years  after  the 
death  of  the  spouse,  as  provided  by  existing  law)  should  be  deleted.  A  surviving 
spouse  will  become  entitled  to  head-of-household  treatment  after  the  2-year  period 
if  the  sursuving  spouse  continues  to  support  a  dex)endent,  and  there  is  no  rational 
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basis  for  providing  more  favorable  treatment  to  a  surviving  spouse  than  to  any 
other  head  of  household.  The  limited  2-year  period  following  tlie  other  sjKouse's 
death  is  appropriate  because  this  is  a  period  of  transition,  but  we  believe  the 
split  income  benefits  should  not  be  extended  beyond  this  period  as  the  House  bill 
provides. 

The  revenue  cost  of  the  lower  rate  schedule  for  single  i>ersons  and  heads  of 
households,  after  deleting  the  unlimited  extension  of  split  income  treatment  for 
surviving  si>ouses,  would  be  $445  million  as  compared  to  the  $650  million  cost 
of  the  House  bill  provision. 

Report  in  ff  by  low  income  taxpayers. — To  simplify  compliance  by  millions  of 
low-income  individuals,  the  Administration  recommends  a  liberalization  of  the  fil- 
ing requirements.  Under  present  law  ( not  changed  by  the  House  bill ) ,  an  individ- 
ual is  required  to  file  a  return  if  his  gross  income  is  $600  or  more,  except  that  an 
individual  over  65  years  of  age  is  required  to  file  a  return  only  if  his  income 
is  $1,200  or  more.  Consequently,  5  million  nontaxable  individuals  with  incomes 
which  exceed  these  levels  but  which  are  less  than  the  amounts  exempted  from 
tax  by  the  Low  Income  Allowance  would  still  be  required  to  file  returns.  Since 
the  Low  Income  Allowance  is  built  into  the  withholding  provisions  of  the  bill, 
many  of  these  persons  will  not  be  filing  for  refunds.  The  filing  requirements 
.should  be  raised  to  the  new  nontaxable  levels. 

Earned  income  rate  limitation. — The  Administration  strongly  supports  the 
provisions  of  the  House  bi.ll  placing  a  50-percent  maximum  tax  rate  on  earned 
income.  This  limitation  will  provide  an  important  incentive  to  the  earning  of 
income  by  personal  services,  both  by  employees  and  self-employed  persons.  Many 
of  the  devices  for  conversion  of  ordinary  income  into  capital  gain,  and  for  de- 
ferment of  income,  have  been  nurtured  out  of  the  natural  desire  of  personsi  who 
have  reached  high  earned  income  levels  to  avoid  the  burden  of  very  high  rates. 
With  a  50-percent  top  marginal  rate  on  earned  income,  the  successful  executive 
or  professional  man  will  be  more  inclined  to  concentrate  his  efforts  in  the  field 
in  which  he  is  qualified  and  devote  less  of  his  attention  to  intricate  means  of 
minimizing  the  effect  of  high  tax  rates.  Particularly  when  coupled  with  the  many 
provisions  of  the  bill  which  eliminate  or  curb  existing  tax  avoidance  techniques, 
we  think  the  50-percent  ceiling  rate  on  earned  income  represents  a  substantial 
improvement  in  the  law. 

Gasoline  tax  deduction. — The  Administration  recommends  that  the  personal 
deduction  allowed  for  State  gasoline  taxes  be  repealed.  It  is  appropriate  to  dis- 
continue this  deduction  as  a  part  of  an  overall  program  of  rate  reductions  and 
liberalization  of  the  standard  deduction.  The  State  tax,  like  the  Federal  law,  is 
essentially  a  user  charge  for  highway  facilities  paid  by  those  who  use  the  high- 
ways. As  a  user  charge  the  existing  deduction  simply  shifts  part  of  the  burden  of 
those  taxpayers  who  itemize  to  the  general  taxpayer.  No  other  nonbusiness  user 
charges  are  deductible.  The  proposed  repeal  of  the  deduction  would  not  affect 
State  gasoline  taxes  paid  for  business  purposes.  The  revenue  gain  from  repeal 
would  be  $390  million,  an  average  tax  increase  from  this  change  of  about  $10- 
$15  to  taxpayers  who  itemize  their  deductions. 

2.  Tax  relief — corporations 

The  Administration  recommends  a  corporate  rate  reduction  of  two  points,  a 
one-point  reduction  effective  in  1971  and  a  full  two-point  reduction  effective  in 
1972  and  thereafter.  The  present  corporate  rate,  including  the  surcharge,  is  52.8 
percent  for  the  calendar  year  1969.  This  will  reduce  to  49.2  percent  for  the 
calendar  year  1970  if  the  surcharge  is  extended  at  5  percent  for  half  the  year  as 
recommended  by  the  Administration.  The  regular  48  percent  rate,  which  would 
otherwise  be  effective  for  1971,  should  be  reduced  to  47  percent  for  that  year.  The 
rate  should  be  further  reduced  to  46  percent  for  1972  and  subsequent  years.  This 
program  of  continuing  reduction  will  provide  an  important  offset  to  the  provi- 
sions of  the  bill  withdrawing  incentives  to  investment,  such  as  the  repeal  of  the 
investment  credit.  This  rate  reduction  would  result  in  a  revenue  loss  of  $800 
million  in  1971  and  $1.6  billion  in  1972  and  thereafter. 

3.  Private  foundations  (sec.  101) 

Much  of  the  property  of  private  foundations  derives  from  the  income,  gift  and 
estate  tax  deductions  allowed  for  contributions  to  their  creation  or  support  and 
from  the  income  tax  exemption  enjoyed  by  the  organizations.  The  Federal  Gov- 
ernment thus  has  a  vital  interest  in  insuring  that  their  assets  are  properly  ap- 
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plied.  The  provisions  of  the  House  bill  dealing  with  private  foundations  will  tend 
to  insure  that  their  property  is  devoted  solely  to  charitable  purposes.  Private 
foundations  will  thus  become  even  more  useful  as  a  flexible  source  of  support  for 
achievement  of  new  levels  of  thought  and  action,  relieving  the  burdens  of 
government. 

In  summary,  the  House  bill  would  regulate  certain  activities  of  foundations. 
Self-dealing  between  a  private  foundation  and  its  substantial  contributors  would 
be  prohibited.  Foundations  would  be  required  to  distribute  the  greater  of  their 
income  or  5  percent  of  the  value  of  their  corpus  on  a  relatively  current  basis. 
Where  a  business  is  controlled  by  a  foundation,  or  by  a  foundation  and  its  sub- 
stantial contributors,  the  foundation  would  be  required  within  a  10-year  period 
to  limit  or  dispose  of  its  interest  unless  common  control  is  otherwise  eliminated. 
These  provisions  were  recommended  by  the  Administration  to  the  Congress  in 
substantially  the  form  contained  in  the  bill. 

The  bill  prohibits  grass  roots  lobbying,  and  it  also  proscribes  other  activities 
designed  to  influence  legislation  even  though  they  represent  only  an  insubstantial 
part  of  the  foundation's  activities.  Existing  law  with  respect  to  political  activi- 
ties would  not  otherwise  be  changed  except  that  activities  which  influence  the 
outcome  of  any  public  election  would  be  significantly  restricted.  Individual 
grants  would  be  prohibited  unless  made  pursuant  to  an  objective  and  non- 
discriminatory procedure.  Certain  transactions  with  Government  officials  which 
might  raise  substantial  questions  of  propriety  would  also  be  prohibited.  We 
regard  these  rules  as  necessary  restrictions  on  foundation  activity  which  will  not 
interfere  with  attainment  of  their  charitable  objectives. 

Penalties  for  violations  would  be  imposed  in  the  form  of  a  graduated  series  of 
sanctions  designed  to  compel  compliance.  Foundation  managers  would  not  be 
penalized  for  any  such  improper  act  unless  carried  out  by  them  with  knowledge 
that  it  constituted  a  violation  of  these  provisions.  For  example,  reliance  on  the 
advice  of  counsel  would  be  sufficient  defense  for  a  manager. 

The  provision  of  the  bill  on  this  subject  which  requires  the  mose  careful  evalua- 
tion is  the  imposition  of  a  7%-percent  tax  on  investment  income,  including  capi- 
tal gains,  of  a  private  foundation.  We  have  concluded  that  a  tax  designed  to 
raise  revenue  from  private  foundations  cannot  be  justified  once  the  other  restric- 
tions imposed  on  them  by  the  bill  have  been  enacted  to  insure  that  their  funds 
will  be  used  solely  for  charity.  That  is,  there  is  no  reason  to  reduce  funds  avail- 
able for  charitable  activities  by  a  tax  once  their  tax-exempt  status  has  been 
justified  in  the  first  Instance. 

However,  the  Administration  considers  that  it  is  unfair  to  require  taxpayers 
in  general  to  pay  the  increasing  cost  of  administering  the  audit  program  for  these 
organizations  when  such  program  is  required  to  insure  that  charity  receives  the 
full  benefit  of  foundation  resources.  Thus,  the  Administration  recommends  an  an- 
nual supervision  tax  of  2  percent  of  private  foundation  investment  income.  This 
will  raise  about  $25  million  per  year  in  the  long-run  effect  (about  $17  million  in 
1970) ,  which  approximates  the  estimated  audit  cost. 

The  bill  also  contains  special  provisions  granting  permanent  exemption  for  two 
existing  private  foundations  from  those  provisions  designed  to  prohibit  founda- 
tion control  of  operating  businesses.  We  do  not  believe  these  two  foundations  can 
appropriately  be  distinguished  from  other  foundations  which  are  subject  to  the 
bill ;  the  reasons  for  applying  the  business  holdings  rule  to  existing  foundations — 
an  assurance  that  their  assets,  interests,  and  activities  are  totally  committed  to 
their  charitable  function — apply  equally  to  these  two  foundations.  We  believe 
these  two  special  exemptions  should  be  eliminated  from  the  bill. 

The  bill  fails  to  provide  an  exemption  from  the  business  holding  requirements 
where  an  organization's  charter  precludes  disposition  of  certain  business  inter- 
ests, although  it  does  provide  that  these  requirements  are  suspended  while  ef- 
forts are  being  made  to  secure  court  authorization  of  charter  amendment.  Even 
if  disposition  of  business  holdings  is  ultimately  found  by  the  court  to  be  prohib- 
ited, the  sanctions  of  the  bill  would  then  be  applicable.  The  House  Ways  and 
Means  Committee  was  concerned  that  if  a  permanent  exemption  were  granted, 
the  courts  would  tend  to  deny  permission  to  amend  the  instrument.  There  is, 
however,  a  permanent  exemption  from  the  income  payout  rules  for  those  or- 
ganizations which  are  required  by  their  governing  instruments  to  accumulate 
income  and  which  find  it  impossible  to  effect  a  change.  It  appears  that  the 
provision  pertaining  to  dispositions  of  business  holdings  is  too  stringent  and 
should  be  changed  to  conform  to  the  income  payout  rule. 
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4.  Other  exempt  organizations  (sec.  121) 

The  provisions  of  ttife  bill  dealing  with  other  exempt  organizations  adopt  the 
Administration's  recommendation  to  extend  the  application  of  the  unrelated  busi- 
ness tax.  The  business  income  of  churches  and  other  exempt  organizations  from 
commercial  transactions  in  direct  competition  with  taxpaying  business  would  no 
longer  be  tax  exempt.  Further,  borrowing  by  a  tax-exempt  organization  to  pur- 
chase income  producing  assets  which  are  unrelated  to  the  exempt  functions  of 
the  organization  would  be  discouraged  by  taxing  all  such  debt  financed  income, 
including  investment  income.  This  prevents  a  tax-exempt  organization  from  ex- 
tending its  tax  shelter  to  a  nonexempt  seller  through  inflation  of  the  price. 

Investment  income  used  to  finance  the  social  activities  of  members  of  social 
clubs  and  similar  groups  would  be  taxed,  since  in  this  situation  it  relieves  the 
members  of  personal  expense  which  otherwise  would  be  paid  by  them  out  of 
aftertax  income. 

Finally,  rents,  interest,  and  royalties  from  controlled  subsidiaries  of  any  tax- 
exempt  organization  would  be  taxed.  This  will  prevent  avoidance  of  the  unrelated 
business  tax  by  transferring  active  business  operations  to  taxable  organizations 
while  siphoning  off  the  profits  from  such  operations  in  the  form  of  "passive" 
income  (representing  deductible  payments  to  the  taxable  organization). 

The  bill  also  codifies  previously  existing  Treasury  regulations  defining  activi- 
ties such  as  advertising,  which  will  be  treated  as  unrelated  business.  On  the  other 
hand,  it  eases  the  qualification  requirements  for  voluntary  employee  beneficiary 
associations  which  are  in  reality  health  and  welfare  trusts  established  pursuant 
to  collective  bargaining  agreements. 

The  Administration  supports  these  basic  provisions  of  the  House  bill.  However, 
these  provisions  are  only  a  beginning  step  in  resolving  the  tax  problems  which 
exist  with  respect  to  exempt  organizations.  These  problems  are  presently  being 
given  further  intensive  study.  For  example,  the  Treasury  Department  is  pres- 
ently reexamining  the  requirements  for  exempt  status  and  the  consequences  of 
loss  of  exemption.  Additional  recommendations  in  this  area  will  be  presented 
to  Congress  as  soon  as  they  can  be  developed. 

5.  Charitable  contributions  (sec.  201) 

The  bill  provides  in  general  for  an  increase  in  the  limitation  on  the  charitable 
contributions  deduction  from  30  percent  to  50  percent  for  gifts  to  churches,  edu- 
cational institutions,  and  publicly  supported  charities,  as  recommended  by  the 
Administration.  This  will  provide  even  greater  incentive  for  private  support  of 
these  institutions  in  the  United  States.  Charitable  gifts  of  appreciated  property 
will  remain  subject  to  the  30-percent  limit.  Since  we  are  recommending  that 
appreciation  in  such  property  be  removed  from  the  Limit  on  Tax  Preferences  and 
the  Allocation  of  Deductions  rules,  as  hereinafter  explained,  we  believe  that  the 
retention  of  the  30-percent  limit  for  such  gifts  is  appropriate.  However,  in  its 
present  form  in  the  bill,  it  could  have  an  unintended  harsh  result  in  some  cases. 
A  significant  portion  of  the  charitable  deduction  may  be  denied  where  the  appre- 
ciation in  the  contributed  property  is  nominal.  This  provision  should  be  changed 
so  that  (a)  the  appreciation  element  in  charitable  gifts  of  property  may  not 
exceed  30  percent  of  adjusted  gross  income,  and  (b)  the  basis  of  the  property 
would  be  counted  against  the  additional  20-percent  allowance. 

In  order  to  limit  some  of  the  present  tax  advantages  of  gifts  of  appreciated 
property  in  particular  cases,  the  bill  provides  that  taxpayers  making  such  con- 
tributions under  certain  specified  circumstances  must  either:  (a)  limit  their 
deduction  to  the  cost  or  other  basis  of  the  property,  or  (b)  take  the  larger  deduc- 
tion based  on  the  fair  market  value  of  the  property  and  include  the  appreciation 
in  income.  This  treatment  is  to  apply  to  gifts  of  property  which  would  give  rise 
to  ordinary  income  if  sold  by  the  taxpayer,  gifts  to  private  foundations  (other 
than  an  operating  foundation)  unless  "the  property  is  channeled  to  a  publicly 
supported  charity  within  1  year,  gifts  of  tangible  personal  property,  and  gifts  of 
future  interests  of  property. 

Our  recommendation  (discussed  below)  to  delete  the  appreciation  element  from 
the  Limit  on  Tax  Preferences  and  the  Allocation  of  Deductions  provisions  makes 
most  of  these  limitations  appropriate  even  though  they  go  beyond  our  recom- 
mendations on  April  22,  1969.  However,  we  recommend  that  this  rule  not  be 
extended  to  all  tangible  personal  property  as  provided  in  the  bill.  Under  other 
provisions  of  the  bill  collections  of  papers  will  produce  ordinary  income  if  sold, 
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just  as  are  paintings  sold  by  the  artist  under  existing  law.  As  we  recommended  on 
April  22, 1969,  the  bill  prohibits  deduction  of  the  value  of  ordinary  income  property 
unless  the  appreciation  is  included  in  ordinary  income.  But  the  extension  of  this 
rule  to  gifts  of  all  works  of  art,  even  though  not  created  by  the  donor,  appears 
unduly  severe.  Our  finest  museums  and  art  galleries  are  dependent  on  such  gifts, 
and  their  contribution  to  the  good  of  our  society  is  universally  acknowledged.  We 
see  no  sufficient  reason  to  distinguish  such  gifts  from  gifts  of  appreciated  securi- 
ties to  other  charities.  The  problems  of  valuation  of  tangible  personal  property 
have  been  substantially  resolved  by  changes  in  the  income  tax  form,  by  improved 
audit  programs,  and  by  the  creation  of  a  special  advisory  group  to  the  Com- 
missioner of  Internal  Revenue  on  valuation  of  art  objects.^  Moreover,  these  valua- 
tion problems  are  not  eliminated  by  the  rule  in  the  bill  since  the  donor  would 
still  be  entitled  to  deduct  the  value  of  the  art  work  against  ordinary  income  even 
though  the  appreciation  were  treated  as  capital  gain. 

The  bill  provides  for  repeal  of  the  unlimited  charitable  deduction,  the  change 
to  be  phased  in  over  5  years.  This  differs  somewhat  from  the  Administration's 
original  recommendation  that  the  unlimited  deduction  be  limited  so  that  the 
charitable  deduction,  when  taken  together  with  other  itemized  deductions,  could 
not  result  in  reducing  the  taxpayer's  adjusted  gross  income  by  more  than  80 
percent  thereof.  However,  the  provision  in  the  bill  is  also  a  reasonable  solution 
and  we  support  it. 

The  bill  restricts  the  availability  of  the  charitable  contribution  deduction 
where,  by  the  use  of  a  trust,  property  interests  are  split  between  charitable  and 
noncharitable  beneficiaries.  On  reconsideration,  we  believe  the  bill  is  unduly 
stringent  in  permitting  a  deduction  for  the  value  of  a  charitable  income  interest 
only  where  the  income  is  taxable  to  the  grantor  under  other  rules.  The  donor 
should  be  allowed  a  deduction  for  the  value  of  any  long  term  income  interest  to 
charity  which  is  in  the  form  of  a  guaranteed  annuity  or  a  "unitrust."  Under  the 
bill  a  "unitrust"  is  a  trust  in  which  the  income  beneficiary  is  entitled  to  a  return 
equal  to  a  fixed  percentage  of  the  value  of  the  assets  of  the  trust  each  year,  thus 
assuring  the  income  beneficiary  a  certain  return  irrespective  of  the  investment 
policies  of  the  trust. 

We  also  recommend  that  the  effective  date  of  the  new  estate  tax  provisions 
governing  charitable  deductions  be  deferred  so  that  the  new  rules  will  apply 
only  to  persons  dying  after  December  31,  1970.  This  will  provide  time  for  amend- 
ments of  wills.  Moreover,  the  new  estate  tax  rules  should  not  apply  to  trusts 
created  heretofore  that  cannot  be  amended. 

6.  Farm  losses  (sees.  211,  212,  213) 

Our  studies  have  demonstrated  that  large  farm  losses  generally  represent 
capital  expenditures  which  have  been  deducted  under  the  liberal  cash  method 
of  accounting.  The  cash  method  has  been  allowed  to  farmers  primarily  to  help 
small  farmers,  but  taxpayers  with  large  farm  losses  are  generally  not  in  this 
class  but  are  wealthy  investors  who  obtain  a  tax  shelter.  The  bill  requires  that 
taxpayers  maintain  an  excess  deductions  account  (EDA)  for  large  farm  "losses." 
On  the  later  sale  of  farming  property,  any  gain — to  the  extent  it  would  otherwise 
be  taxed  as  a  long  term  capital  gain — will  be  treated  as  ordinary  income  to  the 
extent  of  the  balance  in  the  excess  deductions  account.  The  provision  would  not 
apply  if  the  taxpayer  used  inventories  and  capitalized  items  properly  chargeable 
to  a  capital  account  as  part  of  his  method  of  accounting  for  the  farming  operation. 

In  its  present  form,  this  provision  of  the  bill  applies  only  to  individuals  with 
nonfarm  adjusted  gross  income  in  excess  of  $50,000.  Taxpayers  with  nonfarm 
income  over  $50,000  are  permitted  to  exclude  the  first  $25,000  of  their  farm  losses 
each  year  from  the  operation  of  the  EDA  provisions.  In  practice,  this  exclusion 
renders  the  bill  ineffective. 

The  Administration  recommended  this  EDA  treatment  on  April  22,  1969,  but 
at  that  time  proposed  that  only  $5,000  of  losses  in  any  year  be  excluded.  We  be- 
lieve the  higher  exclusions  in  the  bill  should  be  modified.  We  now  recommend 
that  the  EDA  rules  apply  to  any  taxpayer  with  nonfarm  adjusted  gross  income 
in  excess  of  $25,000  whose  farm  losses  exceed  $15,000.  In  such  a  case,  all  of  the 
losses  should  be  included  in  the  excess  deductions  account.  These  changes  will 
not  affect  the  small  farmer  or  the  person  with  modest  nonfarm  income. 


1  See  exhibit  62. 
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We  estimate  that  as  so  modified  the  EDA  rule  would  apply  to  only  9,300  indi- 
viduals, whose  farm  losses  would  aggregate  $418  million,  an  average  farm  loss 
per  individual  of  $44,700.  The  effect  of  this  particular  provision  would  not  be  to 
disallow  the  loss,  but  only  to  require  that  future  gains  from  the  sale  of  cattle, 
race  horses,  orange  groves,  etc.,  raised  on  the  farm  could  not  be  reported  as 
capital  gains  until  they  had  offset  these  losses  previously  deducted  from  ordinary 
income. 

The  bill  also  provides  new  rules  to  deal  with  the  problem  of  hobby  losses. 
Under  the  bill,  losses  will  be  disallowed  if  the  activity  is  not  carried  on  with  a 
reasonable  expectation  of  profit.  The  taxpayer  will  be  presumed  not  to  have  a 
reasonable  expectation  of  profit  if  the  losses  from  the  activity  exceed  $25,000 
in  three  out  of  any  five  consecutive  years.  The  Administration  urges  adoption 
of  this  proposal  as  an  effective  means  of  dealing  with  cases  where  the  tax  laws 
are  being  used  to  subsidize  the  hobbies  of  wealthy  taxpayers.  However,  in  order 
to  make  it  clear  that  the  provision  is  not  intended  to  apply  to  legitimate  business 
operations,  it  is  recommended  that  the  term  "profit"  be  specifically  defined  to 
include  not  only  immediate  economic  profit  but  also  any  reasonably  anticipated 
long  term  increase  in  the  value  of  property. 

7.  Interest  (sec.  221) 

Under  the  bill,  the  deduction  for  interest  in  excess  of  $25,000  on  indebtedness 
incurred  to  purchase  or  carry  investment  assets  is  allowed  only  to  the  extent 
that  the  interest  is  not  in  excess  of  investment  income  plus  long  term  capital 
gains.  This  provision  is  designed  to  deal  with  an  abuse  resulting  from  the  op- 
portunity to  deduct  an  unlimited  amount  of  interest  expense,  making  it  possible  to 
acquire  growth  potential  property  with  borrowed  funds  and  deduct  the  interest 
against  ordinary  income  with  the  anticipated  gain  on  disposition  being  subject 
to  the  capital  gains  rate. 

However,  the  bill  in  fact  fails  to  correct  many  of  the  problems  in  this  area. 
By  permitting  the  interest  deduction  to  the  extent  of  investment  income,  it 
discriminates  against  the  taxpayer  who  has  only  earned  income  out  of  which  to 
pay  his  interest  expense.  The  abuse  is  the  same  in  either  case,  though  under 
the  bill  the  individual  with  earned  income,  but  not  a  person  receiving  dividends 
or  other  investment  income,  might  lose  his  interest  deduction. 

We  have  been  studying  many  alternatives  to  the  approach  of  the  bill.  The 
only  truly  equitable  solution  would  require  tracing  the  interest  expense  to  the 
particular  investment  for  which  the  funds  were  borrowed.  We  are  inclined 
to  believe,  however,  that  an  attempt  to  trace  investment  interest  to  the  related 
investment  would  be  administratively  unworkable.  Other  alternatives  do  not 
appear  to  correct  any  substantial  number  of  the  actual  abuses  and  uniformly 
add  extraordinary  complexity. 

In  light  of  these  considerations,  the  Administration  recommends  that  the 
interest  provision  of  the  bill  be  deleted,  although  we  shall  continue  to  explore 
the  problem  in  an  effort  to  develop  a  workable  solution.  The  Allocation  of 
Deductions  provision  (referred  to  below)  will  prevent  individuals  from  off- 
setting all  of  their  interest  deductions  against  ordinary  income  when  they  have 
tax  preferences,  such  as  capital  gains,  in  the  current  year,  and  will  serve  as  a 
major  limitation  on  the  use  of  interest  expense  as  a  tax  shelter. 

8.  Moving  expenses  (sec.  231) 

The  bill  extends  the  deduction  of  employee  moving  expenses  to  expenses  of 
house  hunting  trips,  temporary  living  quarters  at  the  new  location,  and  the  sale 
or  purchase  of  a  house.  Reasonable  limitations  are  provided.  The  bill  adopts 
the  Administration's  recommendations  in  this  regard,  except  that  the  distance 
requirement  of  existing  law  is  increased  from  20  miles  to  50  miles.  The  Admin- 
istration recommends  that  the  20-mile  test  be  restored. 

9.  Limit  on  tax  preferences  and  allocation  of  deductions  (sees.  301,  302) 

Present  law  imposes  no  limit  on  the  amount  of  economic  income  which  an 
individual  may  exclude  from  tax  through  preferential  treatment  contained  in 
various  provisions  of  the  Code.  These  preferences  were  intended  as  incentives 
to  investment,  but  they  contain  no  adequate  limits  on  their  use.  In  recent  years, 
many  high  bracket  individual  taxpayers  have  used  these  preferences  alone  or 
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in  combination  so  as  to  pay  little  or  no  tax  for  the  support  of  the  Federal 
Government. 

Neither  does  present  law  prevent  a  taxpayer  from  charging  all  personal  deduc- 
tions against  taxable  income  even  though  the  presence  of  substantial  amounts 
of  preferential  income  makes  it  apparent  that,  from  an  economic  standpoint,  such 
nontaxable  income  in  fact  bears  its  share  of  the  burden  of  such  personal 
expenditures. 

The  bill  seeks  to  correct  these  inequities  through  the  Limit  on  Tax  Preferences 
and  the  Allocation  of  Deductions  provisions.  The  Limit  on  Tax  Preferences 
places  an  overall  limit  on  the  combined  use  of  preferences ;  the  Allocation  of 
Deductions  rule  requires  that  a  proper  portion  of  itemized  deductions  be  charged 
against  income  sheltered  by  tax  preferences. 

The  House  bill  goes  beyond  the  Administration's  recommendations  and  pro- 
vides that  tax-exempt  interest  on  State  and  local  bonds  is  included  as  a 
preference  item  for  the  Limit  on  Tax  Preferences  provision.  The  Administration 
opposes  this  inclusion  for  the  same  reasons  we  gave  on  April  22 :  there  are 
constitutional  doubts  as  to  the  inclusion  of  tax-exempt  interest  and  its  inclusion 
will  adversely  affect  the  ability  of  hard-pressed  State  and  local  governments  to 
market  their  bonds.  On  the  other  hand,  the  House  bill  provides  that  tax-exempt 
interest  will  be  treated  as  a  preference  for  the  Allocation  of  Deductions  rule 
only  to  the  extent  such  interest  is  paid  on  future  issues  and  even  then  only  with 
a  10-year  phase-in  rule.  In  April,  we  recommended  that  all  tax-exempt  interest  be 
included  without  such  a  phase-in  rule,  and  we  renew  that  recommendation  at 
this  time. 

Under  the  bill,  the  excess  of  percentage  depletion  over  cost  and  the  intangible 
drilling  cost  deduction  are  not  treated  as  preference  items  under  the  Limit  on 
Tax  Preferences  (LTP)  provision,  although  they  are  included  as  preferences 
under  the  Allocation  of  Deductions  rule.  Since  making  our  original  tax  reform 
proposals  in  April,  in  which  both  percentage  depletion  and  intangible  drilling 
costs  were  included  in  the  Limit  on  Tax  Preferences  as  well  as  the  Allocation 
of  Deductions  rule,  we  have  studied  carefully  the  operation  of  these  provisions. 
We  have  concluded  that  some  changes  in  our  original  proposals  are  warranted. 

First,  in  view  of  the  substantial  reduction  in  percentage  depletion  contained 
in  the  bill,  the  inclusion  of  the  intangible  drilling  cost  deduction  as  a  tax  prefer- 
ence item  could  work  an  unintended  hardship  in  the  case  of  an  individual  whose 
principal  business  is  exploration  for  oil  and  gas.  Accordingly,  the  Administration 
proposes  that  the  intangible  drilling  cost  deduction  be  excluded  from  the  Limit  on 
Tax  Preferences  provision,  but  not  the  Allocation  of  Deductions  provision,  if 
at  least  60  percent  of  the  taxpayer's  gross  income  is  from  the  sale  of  oil  and  gas: 
We  also  recommend,  however,  as  a  complement  to  this  rule,  that  a  recapture  rule 
be  added  to  the  Code  treating  as  ordinary  income  any  gain  on  sale  or  transfer 
of  a  well,  including  a  transfer  to  a  controlled  corporation,  to  the  extent  of 
intangible  drilling  costs  previously  deducted. 

For  all  other  purposes,  however,  both  percentage  depletion  and  intangible 
drilling  costs  should  be  included  in  the  Limit  on  Tax  Preferences  as  well  as  the 
Allocation  of  Deductions  provision.  Thus,  an  investor  who  is  not  primarily  en- 
gaged in  the  oil  business  will  be  subject  to  this  broader  LTP  rule. 

In  our  judgment  the  provisions  in  this  form  will  apply  more  reasonably  to 
persons  whose  principal  business  is  the  discovery  of  new  oil  and  gas  deposits  and 
to  whom  intangible  drilling  costs  are  more  in  the  naiture  of  an  annual  expense. 
They  should  avoid  creating  any  serious  disincentive  to  drilling  .However,  even  in 
this  form  the  Limit  on  Tax  Preferences  should  insure  that  substantially  all  tax- 
payers, including  those  in  the  oil  business,  will  pay  some  reasonable  amount  of 
tax  each  year. 

High  bracket  taxpayers  will  no  longer  be  able  to  avoid  any  substantial  Federal 
income  tax  liability  each  year  by  regularly  investing  their  funds  in  successful 
wells.  (Dry  hole  costs,  of  course,  will  not  constitute  preferences  for  any  purpose.) 
The  provisions  as  recommended  are  essential  from  the  standpoint  of  fairness 
in  view  of  the  various  other  preferences  which  have  been  included  in  the  LTP. 

Second,  it  appears  that  the  inclusion  of  gifts  of  appreciated  property  to 
charity  as  a  tax  preference  item  will  reduce  the  benefit  of  the  contribution  and 
thus  unduly  restrict  public  support  of  worthwhile  educational  and  other  public 
charitable  institutions.  For  this  reason  the  Administration  proposes  that  this 
item  be  deleted  from  the  Limit  on  Tax  Preferences  and  Allocation  of  Deductions 
provisions. 
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Third,  further  study  of  the  excessive  use  of  tax  preferences  by  some  taxpayers 
has  led  to  the  conclusion  that  three  additional  preferences  should  be  added  both 
to  the  Limit  on  Tax  Preferences  and  Allocation  of  Deductions  provisions.  Ac- 
celerated depreciation  in  excess  of  straight  line  depreciation  taken  on  equipment 
and  other  personal  property  by  a  lessor  of  the  property  under  a  net  lease  ar- 
rangement should  be  included.  Accelerated  depreciation  on  real  property  is 
already  treated  as  a  preference  under  the  bill,  and  accelerated  depreciation  on 
leased  personal  property  offers  an  equivalent  shelter  to  reduce  taxes  on  other 
income.  In  addition,  the  excess  of  interest,  taxes,  and  rent  over  receipts  (if 
any)  from  unimproved  real  property  during  the  period  of  construction  of  im- 
provements should  be  included  as  a  preference.  These  amounts  are  part  of  the 
economic  cost  of  the  improvement  and  when  allowed  as  a  deduction  result  in 
excessive  tax  benefits  to  some  high-bracket  investors.  Finally,  rapid  amortiza- 
tion of  rehabilitation  expenditures  for  low  cost  housing  (provided  elsewhere  in 
the  bill)  should  be  included  as  a  preference.  This  new  provision  could  easily 
be  used  to  such  an  extent  as  to  shelter  all  of  the  taxpayer's  income  unless  some 
limit  is  placed  on  its  use. 

The  bill  in  certain  instances  allows  a  basis  adjustment  in  the  amount  of  dis- 
allowed preferences  with  respect  to  property  when  the  property  is  later  sold. 
A  similar  adjustment  should  be  allowed  in  connection  with  amounts  disallowed 
under  the  Allocation  of  Deductions  proposal  to  the  extent  ordinary  income  is 
realized  on  a  later  sale  of  the  property. 

10.  Income  averaging  (sec.  311) 

The  bill  substantially  liberalizes  the  income  averaging  provisions.  The  eli- 
gibility requirement  is  reduced  from  133%  percent  to  120  percent  of  base  period 
income,  and  averaging  is  permitted  for  capital  gains,  income  from  gifts  and 
bequests,  and  wagering  income.  Removal  of  these  exceptions  from  present  law 
adds  simplification,  while  achieving  greater  equity.  The  Administration  strongly 
supports  this  provision. 

11.  Restricted  property  (sec.  321) 

During  the  past  few  years  there  has  been  a  rapid  growth  in  the  number  of 
so-called  restricted  stock  plans.  Under  these  plans,  an  employee  receives  stock 
or  other  property  subject  to  certain  restrictions,  such  as  a  prohibition  on  sale 
for  a  specified  period.  Under  existing  Treasury  regulations,  a  tax  is  not  imposed 
until  the  restrictions  expire.  The  compensation  deemed  to  be  realized  at  that 
time  is  based  in  most  cases  upon  the  lower  value  of  the  property  at  the  time  of 
its  previous  receipt.  This  combination  of  deferral  and  capital  gain  treatment 
of  appreciation  during  the  deferral  period  with  resi)ect  to  property  received  as 
compensation  represents  an  unwarranted  and  unintended  benefit. 

The  Administration's  recommendation  is  adopted  in  the  bill.  In  general,  the 
bill  provides  for  the  imposition  of  tax  when  the  employee's  rights  to  the  property 
become  nonforfeitable  even  if  the  property  is  subject  to  restrictions.  The  tax 
is  imposed  on  the  then  current  value  of  the  property  determined  without  regard 
to  these  restrictions.  Similar  treatment  is  proposed  for  property  transferred  in 
trust.  The  Administration  urges  adoption  of  this  provision. 

12.  Deferred  compensation  (sec.  331) 

This  bill  provides  a  minimum  tax  on  deferred  compensation  payments  exceed- 
ing $10,000.  This  minimum  tax  would  be  based,  in  effect,  on  the  individual's 
rate  of  tax  in  the  years  in  which  such  payments  are  deemed  to  have  been  earned. 

From  a  conceptual  standpoint,  this  provision  modifies  in  certain  respects 
both  the  cash  method  of  accounting  and  the  annual  accounting  period.  The  an- 
nual accounting  concept  underlies  our  entire  tax  system.  While  the  cash  method 
of  accounting  may  not  lead  to  perfect  results  in  some  cases,  the  imperfections 
extend  to  many  areas  other  than  deferred  compensation.  We  believe  that  with 
further  study  of  this  problem  in  the  context  of  the  tax  treatment  of  all  de- 
ferred compensation,  including  amounts  paid  under  both  qualified  pension  and 
profit  sharing  plans  and  nonqualified  plans,  a  better  solution  in  principle  can 
be  developed. 

In  addition,  there  are  a  number  of  problems  in  the  practical  operation  of  this 
provision  which  the  Treasury  Department  has  not  solved  satisfactorily.  For 
example,  we  have  been  unable  to  date  to  develop  a  satisfactory  definition  of  the 
term  "deferred  compensation."  Further,  while  the  bill  authorizes  Treasury  reg- 
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ulations  to  determine  the  year  in  which  deferred  compensation  is  deemed  to 
have  been  "earned,"  we  are  concerned  about  the  difficulty  of  developing  satis- 
factory and  workable  tests  for  this  purpose. 

Deferred  compensation  is  only  one  aspect  of  the  overall  employee  benefits 
problem.  Under  present  law  the  form  of  the  business  organization  materially 
affects  the  tax  treatment  of  the  contributions  to  retirement  funds.  Thus  many 
partnerships  have  been  induced  to  convert  into  essentially  artificial  corpora- 
tions. Recent  court  decisions  invalidating  regulations  defining  "professional 
corporations,''  as  well  as  the  present  incongruity  in  the  treatment  of  deferred 
compensation  plans  of  "small  business  (Subchapter  S)  corporations"  (treated 
in  the  bill),  make  it  essential  that  the  Treasury  Department  develop  compre- 
hensive recommendations  dealing  with  the  tax  consequences  of  all  deferred 
compensation  arrangements. 

We  have  undertaken  a  comprehensive  study  of  both  qualified  and  nonquali- 
fied plans.  Our  study  will  be  completed  and  will  result  in  recommendations  to 
the  Congress  without  extended  delay.  For  these  reasons,  and  because  of  the 
basic  difliculties  in  these  provisions  of  the  bill,  the  Administration  recommends 
that  this  provision  be  deleted  from  the  present  bill. 

13.  Accumulation  trusts  (sees.  341,  342) 

This  provision  of  the  bill  adopts  the  Administration's  recommendation  to 
limit  the  present  tax  advantage  inherent  in  the  use  of  trusts  which  accumulate 
income  at  low  rates.  It  provides  an  unlimited  "throwback"'  rule  which  imposes 
an  additional  tax  on  the  beneficiary  at  the  time  a  trust  distributes  accumulated 
income  to  him.  This  provision  would  apply  to  all  future  distributions  of  trust 
income,  including  that  accumulated  in  years  commencing  with  1964. 

On  further  study,  we  have  become  concerned  as  to  the  retroactive  effect  of 
this  provision.  The  Administration  recommends  that  present  law  be  continued 
for  accumulations  of  income  in  taxable  years  beginning  before  April  22,  1969, 
and  that  the  unlimited  throwback  provided  by  the  bill  apply  only  to  accumula- 
tions made  in  taxable  years  beginning  after  that  date. 

14.  Multiple  corporations  (sec.  401) 

The  bill  adopts  the  Administration's  recommendation  to  limit  a  controlled 
group  of  corporations  to  a  single  $25,000  surtax  exemption,  one  $1(X),000  ac- 
cumulated earnings  credit,  and  one  $25,(X)0  limitation  on  the  small  business 
deduction  of  life  insurance  companies.  These  limitations  would  be  phased  in 
over  an  8-year  transition  period  beginning  on  January  1,  1969.  This  is  a  more 
liberal  transition  period  than  that  recommended  by  the  Administration. 

The  bill  also  contains  two  special  8-year  transitional  rules  for  corporations 
which  are  affected  by  this  provision.  There  is  a  gradual  increase  of  the  dividends 
received  deduction  from  85  percent  to  100  percent  for  transition  period  divi- 
dends. The  second  rule  operates  with  respect  to  a  controlled  group  filing  a 
consolidated  return  and  permits  the  deduction  of  a  gradually  increasing  portion 
of  certain  preconsolidation  net  operating  losses  arising  in  the  transition  period. 
These  special  transition  rules  introduce  extraordinary  complexity,  and  we 
believe  are  not  justified  in  view  of  the  phase-in  rules  already  provided  for  the 
change.  Accordingly,  we  recommend  that  these  additional  special  transitional 
rules  be  eliminated.  Also,  while  we  do  not  oppose  the  8-year  phase-in  period, 
a  5-year  phase-in  period  as  we  originally  recommended  seems  adequate  to  do 
equity  and  would  reduce  the  administrative  complexity  of  the  lengthy  transition 
involved. 

15.  Corporate  securities  (sec.  411) 

The  bill  seeks  to  curb  tax  benefits  obtained  by  conglomerates  and  other  acqui- 
sition minded  companies  by  the  substitution  of  an  interest  deduction  for  non- 
deductible dividends.  This  may  occur  where,  for  example,  convertible  debentures 
or  other  debt  instruments  having  equity  characteristics  are  used  to  effect  a 
merger  or  acquisition.  Under  the  bill,  interest  in  excess  of  $5  million  incurred 
for  acquisition  purposes  would  be  disallowed  where  (i)  the  indebtedness  is  con- 
vertible or  has  warrants  attached,  (ii)  the  indebtedness  is  subordinated,  and 
(iii)  either  the  debt  to  equity  ratio  of  the  acquiring  corporation  (including 
affiliated  corporations)  exceeds  2:1,  or  the  projected  annual  earnings  of  the 
acquiring  corporation  are  less  than  three  times  the  annual  interest  expense  of 
the  company. 
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Although  the  Treasury  Department  is  presently  seeking  to  develop  regulations 
Which  will  aid  in  distinguishing  debt  from  equity  in  all  contexts,  the  Adminis- 
stration  supports  these  particular  statutory  rules  designed  to  deal  specifically 
with  the  merger  situation. 

In  addition,  the  Administration  supports  those  provisions  of  the  bill  which 
adopt  tlie  Administration's  prior  recommendations.  These  include  some  (but  not 
all)  of  the  provisions  of  the  bill  dealing  with  installment  sale  treatment  under 
Section  453  and  the  provisions  of  the  bill  dealing  with  corporate  securities  issued 
at  a  discount  and  repurchase  by  a  cori^oration  of  its  convertible  securities. 

16.  Stock  dividends  (sec  421) 

The  distribution  of  common  stock  dividends  on  common  stock  does  not  normal- 
ly represent  a  taxable  event  to  the  shareholder.  The  shareholder  simply  receives 
additional  shares  to  represent  the  same  unchanged  equity  interest  in  the  corpor- 
ation. The  Internal  Revenue  Code  does,  however,  provide  for  taxing  a  distribu- 
tion of  stock  dividends  where  the  shareholder  has  an  election  to  receive  either 
cash  or  stock.  Many  new  sophisticated  types  of  stock  have  been  developed  in 
recent  years  to  avoid  the  impact  of  this  rule,  such  as  increasing  and  decreasing 
conversion  ratios. 

Present  law  does  not  adequately  distinguish  between  taxable  and  nontaxable 
stock  dividends  and  other  corporate  adjustments  which  have  the  effect  of  a 
stock  dividend.  A  general  provision  is  necessary  to  tax  all  stock  dividends  which 
change  the  proportionate  interest  of  the  shareholder  in  the  corporation  where 
such  change  is  related  to  a  cash  dividend  on  other  outstanding  shares.  Without 
such  a  provision  substantial  revenue  losses  resulting  from  circumvention  of 
existing  law  are  anticipated. 

The  bill  substantially  adopts  the  recommendation  of  the  Administration,  and 
we  continue  to  support  its  enactment.  The  bill  makes  it  clear  that  an  increase  in 
a  shareholder's  interest  in  a  corporation,  when  re'ated  to  a  taxable  dividend 
paid  to  other  shareholders,  is  to  be  taxed.  In  addition  to  setting  out  a  clear 
standard  for  the  application  of  the  statute,  the  section  provides  needed  flexibility 
for  its  administration  by  regulation. 

17.  Foreign  tax  credit  (sees.  431,  432) 

The  bill  deals  with  two  separate  circumstances  in  which  the  foreign  tax  credit 
is  extended  under  existing  law  beyond  its  basic  purpose  of  preventing  double 
taxation  of  the  same  income. 

The  first  type  of  case  involves  taxpayers,  particularly  U.S.  mineral  companies 
with  foreign  operations,  who  choose  the  "per-country"  limitation  on  the  credit 
(as  opposed  to  the  "overall"  limitation)  in  order  to  deduct  losses  incurred  in  a 
particular  foreign  country,  such  as  those  arising  from  the  favorable  rules 
applicable  with  respect  to  oil  drilling  expenses,  against  U.S.  source  income.  When 
operations  in  that  country  become  profitable,  they  are  able  to  credit  foreign  taxes 
on  the  income  against  the  U.S.  tax  even  though  there  has  been  no  net  income  over 
the  span  of  years  from  that  country  and  there  is  no  net  U.S.  tax  against  which 
the  credit  should  be  applied.  The  taxpayer  obtains  a  double  benefit :  in  the  year 
of  the  loss,  he  deducts  the  loss  against  U.S.  source  income,  and  in  a  subsequent 
profitable  year,  he  claims  the  full  foreign  tax  credit  for  the  income  from  that 
country. 

The  bill  deals  with  this  problem  by  requiring  a  carryover  of  the  losses  in  apply- 
ing the  limitation  on  the  credit  in  subsequent  years  where  the  per-country  limita- 
tion was  used  in  the  loss  year.  We  support  this  provision  and  recommend  that  it 
be  extended  to  apply  also  where  there  has  been  an  overall  foreign  loss  under  the 
overall  limitation. 

The  bill  also  deals  with  the  problem  of  foreign  taxes  paid  on  mineral  income  in 
excess  of  U.S.  taxes  paid  on  such  income.  The  bill  provides  for  the  separate 
computation  of  the  foreign  tax  credit  limitation  with  respect  to  mineral  income  in 
those  cases  where  the  foreign  country  holds  mineral  rights  to  the  property  or 
other  conditions  suggest  that  the  high  excess  foreign  tax  may  constitute  a  dis- 
guised royalty  payment.  The  separate  computation  prevents  any  excess  credit 
with  respect  to  such  income  from  being  applied  to  shelter  other  foreign  income 
which  may  be  subject  to  foreign  tax  at  an  effective  rate  less  than  the  U.S.  effec- 
tive rate  on  such  income. 

The  Administration  supports,  in  part,  the  eflfect  of  this  second  provision.  How- 
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ever,  while  we  recognize  the  hidden  royalty  problem  at  which  the  House  bill  is 
directed,  we  do  not  feel  that  the  bill  provides  an  equitable  solution  to  that 
problem.  On  further  examination  of  the  tax  and  royalty  structure  applicable  to 
the  international  minerals  industry,  we  do  not  feel  that  it  is  proper  to  char- 
acterize all  foreign  taxes  on  mineral  income  in  excess  of  U.S.  taxes  on  such 
income  as  disguised  royalties.  It  is  impossible  to  ascertain  the  extent  to  which 
income  taxes  in  any  particular  country  are  a  substitute  for  royalties,  and  in 
many  cases  the  foreign  country  receives  royalty  payments  which  are  even  greater 
than  royalties  customarily  paid  in  the  United  States.  Also,  foreign  countries 
frequently  impose  income  tax  on  nonmineral  income,  as  well  as  on  mineral 
income,  at  a  rate  in  excess  of  the  U.S.  rate. 

If,  then,  this  separate  limitation  in  the  bill  regarding  mineral  income  is  not 
justified  on  the  ground  that  any  foreign  tax  in  excess  of  the  effective  U.S.  tax 
on  mineral  income  is  a.  royalty,  it  works  unfairly  for  mineral  companies  as 
compared  to  all  other  U.S.  taxpayers  with  foreign  operations.  It  completely 
denies  mineral  companies  the  opi>ortunity,  available  to  other  taxpayers,  to  aver- 
age the  excess  of  foreign  tax  over  U.S.  tax  on  mineral  income  against  any  excess 
of  U.S.  tax  over  foreign  tax  on  their  other  foreign  income.  This  result  occurs 
even  though  the  foreign  tax  on  the  mineral  income  is  at  a  reasonable  rate  judged 
by  world  standards  and  even  though  such  averaging  is  precisely  the  purpose  of 
the  overall  limitation. 

In  our  view,  the  special  problem  connected  with  foreign  mineral  income  which 
can  and  should  be  dealt  with  arises  from  the  lower  effective  U.S.  rate  on  mineral 
production  resulting  from  our  percentage  depletion  incentive.  While  the  Ijill 
denies  percentage  depletion  with  respect  to  foreign  oil  and  gas  production,  we 
are  recommending  (as  hereinafter  described)  that  this  provision  be  deleted  from 
the  bill.  While  the  overall  limitation  normally  allows  high  foreign  itax  rates  to  be 
averaged  with  low  foreign  tax  rates,  in  our  judgment  this  is  inappropriate  in 
the  case  of  mineral  production  income  where  the  excess  credits  arise  because 
the  foreign  country  does  not  match  our  percentage  depletion  allowance. 

We  therefore  recommend  that  excess  foreign  tax  credits  which  result  from  the 
allowance  of  percentage  depletion  by  the  United  States  should  not  be  available 
against  other  foreign  income.  Thus,  to  the  extent  the  foreign  tax  in  a  particular 
foreign  country  exceeds  the  U.S.  tax  on  the  same  foreign  mineral  income,  but  is 
less  than  the  U.S.  tax  on  such  income  computed  without  percentage  depletion 
being  allowed,  the  excess  credits  could  not  be  applied  against  other  foreign 
income.  W^e  believe  this  rule  will  effectively  deal  with  the  problem  of  percentage 
depletion  on  foreign  mineral  production.  A  similar  rule  now  applies  in  the  Code 
to  Western  Hemisphere  Trade  Corporations,  which  are  taxed  at  an  effective  rate 
approximately  14  percentage  points  less  than  the  usual  corporate  rate. 

We  also  recognize  that,  even  aside  from  not  allowing  percentage  depletion, 
foreign  tax  rates  on  mineral  income  sometimes  exceed  the  top  rates  generally 
applicable  by  world  tax  standards  to  other  income.^  This  also,  of  course,  results 
in  unusually  high  excess  credits  to  be  applied  against  other  foreign  income.  This 
problem  could  be  resolved  on  the  basis  that  typically  the  top  rate  on  distributed 
income  by  world  standards  does  not  exceed  60  percent.  Thus,  it  could  be  provided 
that  to  the  extent  the  foreign  tax  exceeded  60  percent  of  the  foreign  mineral  in- 
come from  a  particular  country  determined  by  U.S.  standards  without  a  per- 
centage depletion  allowance  (this  allowance  having  been  dealt  with  by  the 
proposal  previously  described),  excess  credits  could  not  be  used  against  other 
income.  This  approach  could  be  justified  on  the  ground  that  taxes  in  excess  of 
60  percent  represent  a  substitute  for  royalties.  However,  as  stated  above,  not 
all  high  foreign  rates  can  be  properly  characterized  as  royalty  substitutes,  and  it 
is  impossible  to  establish  to  what  extent  such  characterization  is  proper.  Since 
aside  from  percentage  depletion  it  is  diflBcult  to  justify  dealing  with  high  foreign 
taxes  in  the  case  of  foreign  mineral  production  income  but  not  high  foreign 
taxes  imposed  on  other  types  of  income,  we  believe  it  preferable  to  deal  with 
high  foreign  tax  rates  in  a  general  context.  We  plan  to  present  recommendations 
to  Congress  on  this  subject  as  a  part  of  comprehensive  proposals  relating  to  the 
U.S.  taxation  of  foreign  source  income  which  we  are  presently  developing. 


^  In  some  case.s  the  foreign  country  achieves  hlpth  effective  tax  rates  bv  requiring  the 
taxpayer  to  compute  taxable  income  on  the  basis  of  "posted  prices"  which  are  substan- 
tially In  excess  of  arm's  length  prices  and  thus  artificially  inflate  taxable  income  for  their 
tax  purposes. 
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Consideration  of  the  foreign  tax  credit  as  applied  to  mineral  income  points  up 
the  need  for  clarification  of  the  tax  status  of  the  continental  shelf.  There  is  no 
general  provision  to  this  effect  in  the  present  bill.  The  continental  shelf  areas  of 
the  world  are  being  developed  at  an  accelerated  pace,  and  existing  uncertainties 
as  to  the  tax  consequences  could  discourage  development  of  natural  resources  or 
result  in  unintended  tax  preferences  to  taxpayers  with  continental  shelf  opera- 
tions. We  recommend  that  the  tax  status  of  these  areas  be  clarified  by:  (1) 
amending  the  definition  of  "United  States"  in  the  Code,  consistent  with  our 
rights  and  obligations  under  international  law,  to  include  the  continental  shelf 
of  the  United  States  with  respect  to  the  exploration  for  natural  resources ;  and 
(2)  defining  the  term  "foreign  country"  as  used  in  the  Code  to  include  the  con- 
tinental shelf  which  pertains  to  the  foreign  country  concerned. 

18.  Financial  institutions  (sees.  441,  442,  and  443) 

Commercial  banks  will  be  required  under  the  bill  to  compute  their  reserves 
for  bad  debts  on  the  basis  of  actual  bad  debt  experience ;  they  will  no  longer 
be  entitled  to  the  special  rule  under  existing  law  granting  them  an  absolute  re- 
serve of  2.4  percent  of  outstanding  uninsured  loans.  The  special  bad  debt  deduc- 
tion now  allowed  mutual  thrift  institutions  is  to  be  substantially  reduced  under 
the  bill  over  a  10-year  transitional  period  ;  their  special  deduction  based  on  3  per- 
cent of  increases  in  real  estate  loans  would  be  repealed,  and  their  alternative 
deduction  of  60  percent  of  taxable  income  would  be  reduced  to  30  percent.  The 
allowance  of  this  30  percent  deduction  is  tied  to  a  sliding  scale  permitting  the 
full  deduction  to  a  savings  and  loan  institution  only  if  at  least  82  percent  of 
its  assets  is  invested  in  residential  real  estate  loans  and  certain  other  qualifying 
items.  In  the  case  of  mutual  savings  banks,  the  required  level  would  be  72  percent. 

To  furnish  protection  against  unusually  large  losses,  all  financial  institutions 
would  be  permitted  to  carry  back  net  operating  losses  for  10  years  (instead  of  3 
years)  and  to  carry  forward  net  operating  losses  for  5  years. 

The  bill  al.^o  provides  that  gain  on  disposition  of  debt  securities  of  financial 
institutions  will  be  treated  as  ordinary  gain  rather  than  capital  gain.  Net  losses 
on  such  securities  are  now  allowed  as  ordinary  losses,  and  the  bill  seeks  to  pro- 
vide parallel  treatment  for  net  gains. 

The  Administration  endorses  the  concept  that  the  bad  debt  deduction  should 
be  based  on  actual  loss  experience,  but  we  also  support  the  allowance  of  a  special 
deduction  to  encourage  investment  by  financial  institutions  in  residential  real 
estate  mortgages.  Investment  by  these  institutions  in  residential  mortgages  is  a 
vital  policy  goal  of  the  Administration  and  traditionally  has  been  encouraged 
through  the  use  of  tax  incentives.  We  believe  that  this  goal  will  be  more  effec- 
tively accomplished  by  extending  the  same  incentive  to  all  banking  institutions, 
not  just  the  mutual  thrift  institutions. 

The  investment  standards  applied  by  existing  law  and  the  bill  to  savings  and 
loan  institutions  and  mutual  savings  banks  serve  this  goal  imperfectly  and  limit 
free  and  open  competition  between  these  institutions  and  commercial  banks. 
Conversely,  those  commercial  banks  which  have  traditionally  invested  in  home 
mortgage  financing  will  be  prejudiced  by  the  provisions  of  the  bill  which  deny 
their  present  special  deduction  but  retain  a  special  deduction  for  the  other  two 
types  of  institutions  with  which  they  compete. 

Accordingly,  the  Administration  recommends  that  a  special  deduction,  not  tied 
to  bad  dept  reserves,  be  provided  for  banking  institutions  as  an  incentive  for 
investment  in  residential  real  property  loans,  student  loans,  and  certain  other 
loans  which  are  made  pursuant  to  national  policy  objectives.  This  incentive 
would  be  provided  by  a  special  deduction  equal  to  a  specified  percentage  of 
gross  interest  income  from  such  residential  real  property  and  other  loans,  except 
that  the  deduction  could  not  serve  in  any  year  to  reduce  taxable  income  to  an 
amount  less  than  60  percent  of  taxable  income,  adjusted  (for  purpose  of  this 
calculation  only)  to  include  the  full  amount  of  dividend  income  and  tax  exempt 
interest.  The  latter  limitation  will  insure  that  the  incentive  could  not  be  used 
to  reduce  the  effective  rate  of  tax  on  these  institutions  below  an  equitable  level. 
We  suggest  that  the  special  deduction  be  5  percent  of  gross  interest  income 
from  such  loans,  subject  to  the  limitation  stated  above. 

To  prevent  undue  hardship  on  mutual  savings  banks  and  savings  and  loan 
institutions  and  to  minimize  the  possible  adverse  effect  of  these  proposed  changes 
on  the  housing  market,  a  5-year  transition  rule  should  be  provided  to  phase  in 
gradually  the  increased  tax  burden  on  these  institutions. 
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19.  Foreign  bank  deposits  (sec.  444) 

The  bill  extends  from  December  31,  1972,  to  December  31,  1975,  the  expira- 
tion date  of  the  rule  of  existing  law  relieving  from  Federal  income  tax  certain 
interest  paid  on  deposits  by  U.S.  banks  to  nonresident  aliens  and  foreign  cor- 
porations. This  rule  applies  where  the  interest  constitutes  income  not  effectively 
connected  with  the  alien's  or  corporation's  trade  or  business  in  the  United 
States.  This  extension  would  also  apply  to  the  existing  relief  from  Federal 
estate  tax  for  such  deposits  by  nonresident  aliens  with  U.S.  banks. 

Because  of  balance-of-payments  considerations,  the  Administration  recom- 
mended in  April  that  these  relief  provisions  not  be  permitted  to  expire  at  the 
end  of  1972  but  be  continued  indefinitely.  We  would  prefer  complete  removal  of 
the  expiration  date  so  long  as  the  balance-of-payments  problem  exists,  but  the 
provision  of  the  House  bill  extending  the  provisions  through  1975  seems  ade- 
quate for  the  time  being. 

Under  current  law,  interest  paid  by  U.S.  branches  of  foreign  banks  to  non- 
resident aliens  or  foreign  corporations  ordinarily  is  not  subject  to  U.S.  income 
tax  whether  or  not  the  deposit  is  effectively  connected  with  the  depositor's  U.S. 
trade  or  business.  In  the  case  of  U.S.  banks,  the  interest  income  is  free  of  tax 
only  if  the  deposit  is  not  so  connected.  While  the  Foreign  Investors  Tax  Act  of 
1966  recognized  that  U.S.  business-connected  deposits  in  U.S.  branches  of  foreign 
banks  should  be  subject  to  U.S.  tax  to  the  same  extent  as  if  the  deposits  were 
made  in  a  U.S.  bank,  that  Act  provided  that  such  deposits  in  U.S.  branches  of 
foreign  banks  would  not  become  taxable  until  January  1,  1973.  We  see  no  reason 
for  any  delay  in  achieving  parallel  treatment,  and  therefore  recommend  that  in- 
terest paid  by  U.S.  branches  of  foreign  banks  be  treated  the  same  as  interest  paid 
by  U.S.  banks  effective  for  the  calendar  year  following  enactment  of  the  bill.  A 
similar  problem  arises  with  respect  to  deposits  in  U.S.  branches  of  foreign 
banks  by  nonresident  aliens  for  purposes  of  the  estate  tax  liability,  and  we 
recommend  similar  action. 

20.  Regulated  utilities  (sec.  451) 

Regulated  public  utility  companies  in  general  account  for  depreciation  on  a 
straight-line  basis  for  purposes  of  the  ratemaking  process.  Where  accelerated 
depreciation  is  taken  for  tax  purposes,  the  actual  Federal  tax  paid  is  lower  than 
the  tax  liability  which  would  result  from  the  straight-line  depreciation  taken 
for  ratemaking  purpo.ses.  Some  regulatory  commissions  permit  taxpayers  to 
"normalize"  their  tax  for  ratemaking  purposes ;  that  is,  they  treat  as  a  cost  the 
tax  which  would  have  been  imposed  if  straight-line  depreciation  had  been  used 
and  treat  the  difference  between  this  amount  and  the  actual  tax  as  a  reserve  for 
future  taxes.  In  other  situations  the  regulatory  commissions  require  companies 
to  take  into  account  in  determining  the  current  cost  of  their  operations  only  the 
actual  tax  paid,  with  the  result  that  the  tax  reduction  due  to  accelerated  de- 
preciation is  "flowed  through"  to  the  customer  as  a  reduction  in  price,  thus 
further  reducing  profits  and  income  tax  revenues. 

Many  commissions  are  presently  switching  from  normalization  to  flow  through, 
and  others  are  even  imputing  the  use  of  accelerated  depreciation  where  the 
utility  in  fact  is  using  straight-line  depreciation  for  tax  purpo.ses.  This  trend  will 
force  utilities  to  switch  to  accelerated  depreciation  for  tax  purposes,  and  the 
"flow  through"  consequences  will  have  a  double  effect  in  reducing  tax  revenues, 
since  it  results  in  a  reduction  in  utility  gross  revenues  as  well. 

Under  the  bill  gas  and  oil  pipeline,  telephone,  gas  and  electric  utility  com- 
panies, and  water  and  sewage  disposal  companies  would  be  allowed  accelerated 
depreciation  only  if  they  "normalize"  the  tax  saving  for  ratemaking  purposes. 
Thus  they  could  not  be  required  by  regulatory  agencies  to  "flow  through"  their 
tax  savings  to  their  consumers  at  the  expense  of  Federal  revenues.  An  excep- 
tion would  be  provided  for  utilities  which  are  presently  using  "flow  through." 
Where  straight-line  depreciation  is  being  taken  with  respect  to  property  con- 
structed or  placed  in  service  before  December  31,  1969,  no  accelerated  method 
will  be  permitted. 

We  support  this  provision  of  the  bill.  It  would  generally  "freeze"  the  present 
situation,  and  prevent  a  major  revenue  loss  estimated  as  high  as  $1.5  billion 
annually,  which  would  result  if  the  present  trend  by  regulatory  commissions 
toward  "flow  through"  were  allowed  to  continue. 

There  is  one  transitional  problem  which  should  be  corrected.  In  determining 
whether  a  utility  will  be  allowed  to  use  accelerated  depreciation  and  "flow 
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through,"  the  bill  looks  to  the  taxpayer's  latest  return  filed  prior  to  July  22,  1969. 
We  recommend  that  a  utility  be  granted  this  right  if,  as  of  July  22,  1969,  the 
utility  had  established  by  book  entries  or  certain  other  means  that  it  was 
adopting  acceJerated  depreciation  and  "flow  through." 

21.  Effect  of  accelerated  depreciation  on  corporate  dividends  (sec.  452) 

Under  present  law,  a  dividend  is  a  distribution  out  of  earnings  and  profits.  A 
distribution  exceeding  the  amount  of  earnings  and  profits  is  not  taxed  as  a  divi- 
dend but  treated  as  a  return  of  capital.  Through  the  use  of  accelerated  depreci- 
ation many  companies,  particularly  in  the  utility  and  real  estate  fields,  have 
been  able  to  distribute  substantial  amounts  to  shareholders  without  current  tax 
to  the  shareholders. 

The  bill  adopts  our  recommendation  made  in  April  to  require  companies  to 
compute  earnings  and  profits  by  using  only  the  amount  of  depreciation  allowable 
under  the  straight-line  method.  The  Administration  supports  this  provision. 

22.  Natural  resources  (sec.  501) 

The  bill  puts  an  end  to  the  tax  benefits  arising  from  carved  out  production 
payments  and  ABC  transactions  by  treating  these  as  loan  transactions,  a  result 
which  is  in  accord  with  their  true  nature.  The  bill  also  provides  recapture  rules 
for  all  hard  mineral  exploration  costs.  The  Administration  endorses  these 
provisions. 

The  bill  reduces  the  percentage  depletion  allowance  for  oil  and  gas  from 
27V^  percent  to  20  percent  and  makes  similar  reductions  for  other  m  nerals 
except  copper,  gold,  silver,  iron  ore,  and  oil  shale.  While  the  Administration  did 
not  recommend  these  reductions,  we  do  not  oppose  the  decision  of  the  House  to 
increase  the  share  of  the  national  tax  burden  of  the  mineral  industry. 

However,  the  bill  also  extends  the  cutoff  point  for  determining  percentage 
depletion  on  oil  shale  to  include  certain  nonmining  processes.  We  oppose  this 
provision  because  it  would  approximately  double  the  effective  depletion  allow- 
ance on  oil  shale  and  would  constitute  an  important  breach  in  the  principle 
that  percentage  depletion  is  to  be  computed  on  gross  income  from  mining,  not 
manufacturing  to  any  extent.  As  stated,  the  bill  makes  no  reduction  in  the  deple- 
tion rate  for  oil  shale  while  reducing  nearly  all  other  rates.  This  would  seem 
to  provide  a  special  incentive.  If  any  additional  incentive  is  to  be  provided,  it 
should  be  granted  in  terms  of  the  research  and  development  objective,  or  at 
most  in  terms  of  the  rate,  not  the  cutoff  point,  or  by  some  other  means. 

Finally,  the  bill  eliminates  percentage  depletion  with  respect  to  foreign  oil 
and  gas  production.  Our  analysis  of  this  provision  indicates,  in  the  light  of  our 
foreign  tax  credit  provisions,  that  after  a  brief  period  it  will  probably  result  in 
foreign  countries  increasing  their  effective  tax  rates  on  income  from  oil  and  gas 
production  to  "sponge  up"  any  additional  tax  revenue  otherwise  accruing  to  the 
United  States.  Thus  the  denial  of  foreign  depletion  will  increase  the  effective 
U.S.  rate  of  tax  on  such  income,  which  tax  the  foreign  governments  will  then 
offset  by  increasing  their  rates.  The  end  result  will  be  that  the  U.S.  taxpayer 
will  pay  additional  tax  to  those  countries,  but  no  additional  tax  to  the  United 
States. 

For  these  reasons,  the  elimination  of  percentage  depletion  on  foreign  deposits 
of  oil  and  gas  is  unlikely  to  increase  U.S.  revenues  significantly,  and  will  merely 
increase  the  burden  of  foreign  taxes  on  U.S.  businesses.  We  recommend,  therefore, 
that  this  provision  be  deleted  from  the  bill.  Our  proposal  with  respect  to  the 
foreign  tax  credit,  previously  described,  adequately  deals  with  percentage  deple- 
tion on  foreign  deposits  by  preventing  the  depletion  allowance  on  foreign  mineral 
production  from  being  used  to  reduce  U.S.  tax  on  other  income  and  will  not 
induce  the  foreign  country  to  raise  its  tax  on  the  American  company. 

23.  Capital  gains  and  losses  of  individuals  (sees.  511-516) 

The  bill  repeals  the  alternative  capital  gains  tax  rate  of  25  percent  and  in- 
creases the  holding  period  for  long  term  capital  gains  from  6  months  to  12 
months.  It  also  provides  that  net  long  term  capital  losses  are  reduced  by  50 
percent  before  being  available  as  an  offset  against  ordinary  income.  The  bill 
narrows  the  definition  of  a  capital  asset  so  that  the  sale  of  letters,  papers,  or 
memoranda  by  a  person  whose  efforts  created  them,  or  by  a  person  for  whom 
they  were  produced,  will  give  rise  to  ordinary  income.  The  bill  provides  that  an 
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employer's  contribution  to  a  pension  plan,  when  paid  to  the  employee  as  part  of 
a  lump  svun  distribution,  is  taxed  as  ordinary  income. 

Additional  changes  made  by  the  bill  include  a  provision  that  life  interests  re- 
ceived by  gift,  bequest  or  inheritance,  are  not  accorded  a  tax  basis  when  sold. 
Under  the  bill,  all  casualty  gains  and  losses  on  capital  assets  and  section  1231 
property  are  consolidated  for  the  purposes  of  determining  whether  they  give  rise 
to  an  ordinary  loss  or  to  a  gain  which  is  consolidated  with  other  section  1231 
gains  and  losses.  Finally,  the  bill  provides  that  transfers  of  franchises  will  not 
give  rise  to  capital  gain  treatment  if  the  transferor  retains  any  significant  rights 
in  connection  with  the  transfer. 

We  are  opposed  to  the  complete  elimination  of  the  alternative  tax  and  to  the 
extension  of  the  holding  period.  These  changes  in  our  judgment  impose  too  great 
a  burden  on  capital  investment.  The  effect  of  the  bill  would  be  to  remove  a  large 
measure  of  the  incentive  for  private  capital  to  engage  in  new  and  expanded  busi- 
ness ventures.  Present  capital  investments  would  tend  to  be  frozen  and  the  econ- 
omy as  a  whole  would  suffer.  We  believe  that  the  6  months'  holding  period  should 
be  maintained  and  that,  in  general,  the  alternative  tax  should  be  retained. 

However,  the  25  percent  ceiling  rate  on  long  term  capital  gains  has  been  used 
regularly  by  some  wealthy  persons  who  at  the  same  time  have  minimized  their 
ordinary  income.  By  this  means  they  have  reduced  their  overall  effective  income 
tax  rate  well  below  that  of  other  persons  of  comparable  or  lesser  ability  to  pay. 
We  recommend  that  a  maximum  limit  be  placed  on  the  extent  to  which  the  25 
percent  ceiling  rate  can  be  used  in  relation  to  the  amount  of  ordinary  income. 

The  inclusion  of  the  omitted  one-half  of  long  term  capital  gains  in  the  list  of 
preferences  contained  in  the  Limit  on  Tax  Preferences  (LTP)  generally  has  no 
operative  effect  because  the  purpose  of  that  provision  is  only  to  insure  that  pref- 
erences do  not  exceed  one-half  of  a  person's  income  determined  without  the  pref- 
erences. Thus,  for  example,  when  a  long  term  cajxital  gain  of  $50,000  is  realized, 
50  percent  or  $25,000  is  included  as  a  preference  in  the  LTP  calculation,  but  it  has 
no  effect  on  that  calculation  since  LTP  operates  only  to  limit  tax  preferences  to 
50  percent  of  income.  However,  if  a  taxpayer  has  $1  million  of  capital  gains  which 
are  taxed  at  25  percent  instead  of  the  65  percent  top  rate  applicable  to  ordinary 
income  under  the  bill,  his  actual  preference  is  40/65  of  this  amount,  or  about 
61.5  percent,  instead  of  the  50  percent  preference  permitted  by  LTP.  Thus,  the 
actual  preference  due  to  the  25  percent  alternative  capital  gains  tax  rate,  which 
may  be  well  above  the  50  percent  nominally  excluded,  should  appropriately  be  re- 
flected in  LTP. 

As  a  means  of  simplifying  the  calculation  that  would  be  required  under  LTP 
but  at  the  same  time  achieving  a  comparable  result,  the  Administration  proposes 
that  the  25-percent  alternative  capital  gain  tax  be  limited  in  its  use  by  any  tax- 
payer to  long  term  capital  gains  which  do  not  exceed  the  higher  of  the  two  follow- 
ing amounts : 

1.  $140,000  in  the  case  of  a  married  person  and  $85,000  in  the  case  of  a  single 
person  if  their  other  tax  preferences  do  not  exceed  $10,000  ;  or 

2.  Four  times  the  taxpayer's  taxable  income  (other  than  long  term  capital 
gains)  if  his  other  preferences  do  not  exceed  $10,000.  (If  his  other  preferences  do 
exceed  $10,000,  the  allowable  amount  would  be  four  times  his  taxable  income 
adjusted  under  the  LTP  and  Allocation  of  Deductions  rules,  less  the  amount  of 
those  other  preferences. ) 

As  an  illustration,  a  married  person  with  tax  preferences  of  less  than  $10,000 
could  always  realize  at  least  $140,000  of  long  term  capital  gains  in  any  year  and 
be  assured  of  availability  of  the  25  percent  alternative  rate.  Moreover,  if  he  has 
$60,000  of  taxable  ordinary  income  from  salary,  dividends,  etc.,  he  could  have 
$240,000  of  capital  gains  at  the  25  percent  rate.  However,  beyond  that  amount  he 
would  lose  the  benefit  of  the  alternative  tax  computation ;  in  effect,  to  the  extent 
his  long  term  capital  gains  exceed  such  amount,  50  percent  of  such  amount  would 
be  added  to  his  ordinary  income  and  taxed  at  effective  rates  ranging  from  25 
percent  up  to  32.5  percent  (one-half  of  the  regular  rates) . 

To  prevent  undue  hardship  arising  from  occasional  realization  of  a  large  capital 
gain,  the  taxpayer  would  be  permitted  to  carry  over  the  unused  portion  of  his 
limit  on  the  alternative  tax  computation  for  any  taxable  year  to  each  of  the  five 
succeeding  years.  This  will  achieve  a  fair  averaging  result. 

The  result  of  this  rule  will  be  to  insure  that  a  taxpayer  who  consistently  realizes 
large  capital  gains  in  relation  to  his  ordinary  income  will  not  be  able  to  use  the 
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25-percent  ceiling  tax  to  excess  so  as  constantly  to  reduce  his  total  effective  tax 
rate. 

In  all  other  respects,  we  support  the  capital  gain  and  loss  provisions  of  the  bill. 

24.  Capital  gains  rates  for  corporations  (sec.  461) 

The  alternative  capital  gains  tax  on  corporations  is  increased  from  25  percent 
to  30  percent.  The  Administration  supports  this  provision.  Consistent  with  the  rule 
we  recommend  for  individuals,  an  amount  up  to  $50,000  of  capital  gains  could 
continue  to  be  subject  to  the  25  percent  rate,  subject  to  the  multiple  corporation 
provisions. 

25.  Real  estate  (sec.  521) 

The  bill  would  limit  accelerated  depreciation  on  new  real  estate  construction 
(other  than  housing)  to  150  percent  declining  balance  depreciation.  Two  hundred 
percent  declining  balance  and  sum-of-the-years  digits  depreciation  methods  would 
continue  to  be  available  for  new  housing  starts  only.  The  bill  would  deny  accel- 
erated depreciation  to  real  estate  purchased  from  prior  owners,  but  it  provides  for 
a  5-year  writeoff  of  capital  costs  incurred  in  the  rehabilitation  of  housing  made 
available  for  persons  of  low  and  moderate  income.  The  bill  would  amend  the  pres- 
ent recapture  provisions  of  the  Code  to  deny  long  term  capital  gain  treatment  on 
the  sale  of  real  estate  to  the  extent  of  all  depreciation  claimed  in  excess  of  straight 
line,  eliminating  the  10-year  phaseout  of  the  recapture  provisions  under  present 
law. 

We  believe  these  provisions  represent  a  major  advance  in  the  tax  treatment  of 
real  estate  and  are  consistent  with  the  national  housing  objectives.  We  urge  their 
approval.  We  recommend,  however,  that  the  special  incentive  for  housing  should 
be  restricted  to  that  constructed  in  the  United  States  and  its  possessions.  More- 
over, we  are  concerned  with  the  continued  heavy  reliance  upon  tax  incentives  as 
a  means  of  achieving  our  national  housing  goals,  and  believe  that  consideration 
should  be  given  in  the  near  future  to  other  additional  methods  of  doing  so. 

26.  Cooperatives  (sec.  531) 

Under  present  law,  cooperative  organizations  are  permitted  to  reduce  their 
taxable  income  by  the  amount  of  patronage  dividends  distributed  to  members  if 
20  percent  of  the  patronage  allocation  is  paid  to  the  patron  in  cash.  There  is  no 
requirement  for  redemption  of  the  remaining  amount  in  cash.  The  bill  requires 
patronage  dividends  to  be  paid  in  cash  over  a  period  of  no  more  than  15  years.  It 
also  requires  that  an  additional  30  percent  of  the  amount  of  current  dividends  be 
paid  to  patrons  either  with  respect  to  the  current  allocation  or  in  redemption 
of  prior  allocations.  This  additional  30-percent  requirement  is  phased  in  over  a 
10-year  period. 

The  additional  30-percent  requirement  is  complex  and  creates  serious  adminis- 
trative problems.  Since  the  15-year  requirement  assures  that  cooperatives  will 
make  significant  current  payments,  we  recommend  that  the  additional  30  i)ercent 
payout  rule  be  eliminated. 

27.  Small  business  corporations — Subchapter  S  (sec  541) 

The  bill  provides  limitations  similar  to  those  applicable  to  partnerships  with 
respect  to  contributions  to  retirement  plans  for  individuals  who  are  significant 
shareholders  of  Subchapter  S  small  business  corporations.  The  bill  adopts  only 
this  one  element  of  our  comprehensive  recommendations  in  April  dealing  with 
the  tax  treatment  of  small  business  corporations.  Our  recommendations  would 
have  made  the  tax  rules  applicable  to  Subchapter  S  corporations  simpler  and 
easier  to  satisfy  by  conforming  them  more  closely  to  the  partnership  rules. 
These  changes,  worked  out  through  extended  discussions  with  the  members 
of  a  committee  of  the  American  Bar  Association,  would  also  have  eliminated 
several  unintended  abuses  in  the  Subchapter  S  provisions. 

We  recognize  that  the  constraints  of  time  made  it  impossible  for  the  House 
to  deal  with  the  entire  Subchapter  S  proposal,  but  we  do  not  feel  that  additional 
limitations  should  be  placed  on  the  use  of  Subchapter  S  without  making  the 
liberalizing  changes  proposed.  It  is  also  clear,  as  I  noted  earlier,  that  treatment 
of  deferred  compensation  and  qualified  pension  and  profit-sharing  plans  needs 
overall  revision.  Accordingly,  we  recommend  that  this  provision  be  deleted  from 
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Table  III. — Tax  vnder   present  law  and  tax  change  under  H.R.  13270  ond  the 
Treasury  proposals  before  the  Senate  Finance  Committee 


Adjusted  gross 
Income  class 


Treasury 

Present 

Change  in 

change 

Percent  change 

law  tax 

H. 

R.  13270 
tax 

Senate 

H.R.  13270 

Treasury 

Finance 

from  pres- 

from 

pres- 

Committee 

ent  law 

ent  law 

[In 

millions] 

PeTcent 

$1, 169 

-$765 

-$661 

-65.4 

-56.5 

3, 320 

-1,025 

-448 

-30.9 

-13.6 

5,  591 

-960 

-423 

-17.2 

-7.6 

11, 792 

-1,276 

-794 

-10.8 

-6.7 

18,  494 

-1,798 

-1, 155 

-9.7 

-6.2 

9, 184 

-699 

-511 

-7.6 

-5.6 

13, 988 

-827 

-781 

-5.9 

-5.6 

6, 659 

-306 

-308 

-4.6 

-4.6 

7,686 

+363 

+246 

+4.7 

+3.2 

[In  thousands] 

OtoS. 

3to5. 

6to7 

7tolO_ 

10tol5 

15  to  20. 

20  to  50 

50  to  100 

100  and  over 

Total. 


77,884 


-7, 293 


-4,835 


the  present  bill  and  t>e  dealt  with  when  the  other  aspects  of  Subchapter  S  and 
compensation  plans  are  dealt  with  in  legislation. 

28.  Taxation  of  State  and  local  bonds  (sees.  601  and  602) 

The  bill  grants  States  and  localities  the  option  of  issuing  obligations,  the 
interest  on  which  would  be  taxable,  in  which  case  the  higher  interest  cost 
would  be  offset  by  the  Federal  Government  paying  a  ijercentage  of  the  total 
interest  cost  of  the  issue.  The  amount  of  the  subsidy  is  to  be  set  by  the  Secretary 
of  the  Treasury,  in  advance,  for  each  calendar  quarter,  and  may  range  between 
30  percent  and  40  percent  of  the  interest  yield  of  the  issue  of  obligations  until 
1974,  and  thereafter  between  25  percent  and  40  percent.  The  provisions  of  the 
bill  are  entirely  elective  with  the  issuer :  if  the  issuer  chooses  to  issue  taxable 
obligations,  the  Federal  subsidy  follows  automatically,  but  the  State  or  munic- 
ipality may  always  issue  tax-exempt  bonds  if  it  prefers.  These  provisions  of 
the  bill  were  not  contained  in  the  Treasury's  April  22  proposals. 

The  Administration  has  been  quite  concerned  over  the  problems  facing  the 
States  and  localities  as  their  demands  for  funds  increase,  driving  the  interest 
cost  of  tax-exempt  obligations  closer  to  the  interest  cost  of  taxable  obligations. 
The  Administration  has  studied  this  provision  in  the  bill  as  well  as  alternate 
means  for  alleviation  of  these  problems  and  has  concluded  that  it  will  not  rec- 
ommend enactment  of  this  provision.  The  Administration  plans  to  recommend 
to  the  Congress  a  different  proposal  at  an  early  date. 

Table  IV. — Present  law  tax,  tax  under  H.R.  13270,  tax  under  Treasury  proposals 
before  Senate  Finance  Committee,  and  percent  tax  change 

[Married  couple  with  two  dependents.  Deductible  nonbusiness  expenses  of  10  percent  of  Income] 


Treasury  pro- 

Percent tax  change 

posals  before 

AGI 

Present  law  tax 

H.R.  13270  tax 

Senate  Finance 

Present  Law  to 

Present  law  to 

Committee 

H.R.  13270 

Treasury  pro- 

posals 

Percent 

$3,000 

0 

0 

0 

0 

0 

3,500 

$70 

0 

0 

-100.0 

-100.0 

4,000 

140 

$65 

$81 

-53.6 

-42.1 

5,000 

290 

200 

253 

-31.0 

-12.8 

7.500 

687 

576 

616 

-16.2 

-10.3 

10,000 

1,114 

958 

1.012 

-14.0 

-9.2 

12,500 

1,567 

1,347 

1,447 

-14.0 

-7.6 

15.000 

2,062 

1,846 

1,951 

-10.5 

-5.4 

17,500 

2,598 

2,393 

2,451 

-7.9 

-5.6 

20,000 

3,160 

2,968 

2.968 

-6.1 

-6.1 

25,000 

4,412 

4,170 

4,170 

-5.5 

-5.5 

397-702  0—71- 


-24 
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The  bill  would  also  deny  tax-exempt  status  to  so-called  arbitrage  bonds,  the 
specific  definition  of  which  is  left  to  the  regulations.  We  believe  that  this  is 
in  general  a  proper  method  of  handling  that  abuse,  but  we  believe  the  scope 
of  the  term  "arbitrage  obligation"  should  be  described  with  some  further  particu- 
larity in  the  bill. 

29.  Income  tax  surcharge  (sec  701) 

The  hill  would  impose  the  income  tax  surcharge  at  a  5  percent  rate  for  the 
first  6  months  of  calendar  year  1970.  This  contemporary  extension  of  the  sur- 
charge is  essential  to  control  the  infiationary  forces  now  present  in  our  economy 
and  to  provide  a  firm  basis  for  future  economic  growth.  The  Administration 
strongly  urges  the  adoption  of  this  proposal. 

30.  Automobile  and  commnnications  services  excise  taxes  (sec.  702) 

This  bill  would  extend  the  existing  rates  of  the  excise  taxes  on  automobiles 
(7  percent)  and  on  communications  services  (10  percent)  for  1  year  until 
December  31,  1970,  and  would  postpone  scheduled  reductions  in  future  years. 
These  measures  would  contribute  substantially  to  our  efforts  to  control  the 
inflationary  forces  now  present  in  our  economy.  We  support  their  adoption. 

31.  Termination  of  the  investment  credit  (sec  703) 

The  bill  provides  for  repeal  of  the  investment  credit  effective  as  of  April  18, 
1969.  It  also  provides  for  transitional  rules  similar  to  the  rules  employed  when 
the  credit  was  suspended  in  1966.  The  Administration  recommends  no  change 
in  these  provisions. 

32.  Rapid  depreciation  for  pollution  control  facilities  and  railroad  cars  (sees. 
704  and  705) 

The  bill  contains  a  provision  for  rapid  5-year  amortization  of  expenditures  for 
certain  facilities  for  the  control  or  abatement  of  air  and  water  pollution.  The 
bill  also  gives  railroads  an  option  to  depreciate  rolling  stock  other  than  locomo- 
tives on  a  7-year  straight-line  basis.  These  provisions  of  the  bill  are  designed  as  a 
substitute  for  the  investment  credit. 

Our  national  concern  as  to  problems  of  pollution  and  environmental  control 
should  not  obscure  the  heavy  revenue  costs  ($400  million  annually  in  longrun 
operation)  of  the  pollution  proposal.  The  necessity  for,  and  effectiveness  of,  any 
such  provision  is  doubtful.  The  overwhelming  incentive  for  industrial  pollution 
control  will  continue  to  be  governmental  antipollution  enforcement  action,  or 
the  threat  thereof.  A  tax  relief  provision  in  this  setting  is  not  an  incentive  so 
much  as  it  is  a  type  of  cost  sharing,  or  more  accurately,  an  interest-free  loan, 
to  reduce  the  industrial  cost  of  compliance  with  enforcement  action. 

As  recommended  by  Secretary  Kennedy  in  his  previous  appearance  before  this 
committee  in  connection  with  the  surcharge  extension  legislation  in  July,  we 

Table  V. — Present  law  tax,  tax  under  H.R.  13270,  tax  under  Treasury  proposals 
before  Senate  Finance  Committee  and  percent  tax  change 

[Married  couple  with  two  dependents.  Deductible  nonbusiness  expenses  of  20  percent  of  income] 


Present  law  tax 

H.R.  13270  tax 

Treasury  pro- 
posal before 
Senate  Finance 

Percent  tax  change 

AGI 

Present  law  to 

Present  law  to 

Committee 

H.R.  13270 

Treasury  pro- 
posals 

Percent 

$3,000 

0 

0 

0 

0 

0 

3,500 

$56 

0 

0 

-100.0 

-100.0 

4,000 

112 

$65 

$81 

-42.0 

-27.7 

5,000 

230 

200 

214 

-13.0 

-7.0 

7,600 

552 

616 

516 

-6.5 

-6.5 

10,000 

924 

868 

868 

-6.1 

-6.1 

12,500 

1,304 

1,228 

1,228 

-5.8 

-6.8 

15,000 

1,732 

1,636 

1,636 

-5.5 

-5.5 

17,500 

2,172 

2,056 

2,056 

-5.3 

-5.3 

20,000 

2,660 

2,608 

2,508 

-5.7 

-5.7 

25,000 

3,708 

3,492 

3,492 

-5.8 

-6.8 
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Table  VI. — Longrun  revenue  effects  of  H.R.  13270  as  passed  by  the  House  and 
proposed  Treasury  changes  by  major  provisions 

[In  millions  of  dollars] 


Longrun  revenue  eflects 


Current 

House  bill 

Treasury 

Proposal 

20 

20 

20 

50 

70 

70 

25  . 

635 

425 

70 

70 

20  . 

85 

60 

460 

480 

330 

330 

80 

80 

390 

1,815 

1,975 

100 

25 

20 

20 

235 

235 

460 

410 

630 

630 

65 

60 

310 

310 

1,005 

1,005 

70 

70 

175 

175 

Reform  provisions: 
Individuals: 

Contributions 

Farm  losses 

Accumulation  trusts 

Deferred  compensation  . 

Capital  gains 

Natural  resources 

Interest  deductions 

LTP 

Allocation 

Real  estate _ 

Tax-free  dividends 

Gasoline  tax  deduction . 

Total 


Corporations: 

Foundations 

Unrelated  business  Income. 

Multiple  corporations 

Financial  institutions 

Natural  resources 

Foreign  income 

Regulated  utilities 

Real  estate 

D  Isallowed  interest 

Capital  gains  rate 


Total 

Tax  relief  provisions: 
Individuals: 

Low  Income  allowance 

Eliminate  phaseout 

Increased  standard  deduction 

Maximum  tax  on  earned  income. 

Head  of  household  treatment 

Reduce  tax  rates 

Moving  expenses 

Income  averaging 


Total , 

Corporations: 

Rate  reduction. 


Total. 


Tax  incentive  provisions: 

Pollution  control  amortization  (Corporation). 
Rail  freight  car  amortization  (Corporation).. 

Real  estate  rehabilitation  (Individual).. 

Real  estate  rehabilitation  (Corporation) , 


Total. 


Other  provisions: 

Repeal  investment  credit: 

Individuals 

Corporations 


Total. 


Grand  total 

Individuals.. 
Corporations. 
Excise 


2,970 


-625 

-2,027 

-1,373 

-100 

-650 

-4,498 

-100 

-300 


-9,673 


-400 
-100 


-2,418 

-7,328 

4,910 


2,830 


-920 

-770 
-100 
-445 
-4, 705 
-100 
-300 


-7,340 
-1,600 


-8,940 


-180 


-70 
-260 

-70 
-260 

-830 

-510 

600 
2,700 

600 
2,700 

3.300 

3,300 

-1,345 
-4,836 
3,490 
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urge  that  as  a  minimum  certain  corrective  amendments  be  made  to  this  provision. 
It  should  be  amended  to — 

(1)  limit  the  fast  writeoff  to  the  portion  of  cost  that  would  otherwise  be 
depreciated  over  the  first  15  years  of  the  life  of  the  facility  (as  now  drawn  the 
provision  would  confer  a  benefit  roughly  equivalent  to  a  20-percent  investment 
credit  in  the  case  of  facilities  with  a  50-year  life — almost  three  times  as  liberal 
as  the  7  percent  investment  credit  the  writeoff  is  designed  to  replace)  ; 

(2)  restrict  the  writeoff  to  facilities  installed  as  antipollution  facilities  in 
existing  plants. 

The  fast  writeoff  for  railroad  cars  will  provide  a  substantial  tax  advantage, 
involving  some  $100  million  annual  revenue  loss  in  full  operation,  to  a  relatively 
small  number  of  profitable  railroads  which  already  have  adequate  buying  power 
to  acquire  new  cars.  It  will  be  of  no  financial  assistance  to  the  more  depressed 
railroads.  Further  it  will  not  be  an  effective  instrument  for  dealing  with  the 
specialized  problem  of  seasonal  shortages  of  general  purpose  freight  cars.  We 
are  opposed  to  this  provision. 

Conclusion 

With  the  changes  we  have  recommended,  we  believe  that  the  Tax  Reform 
Act  of  1969  will  provide  a  much  more  equitable  division  of  the  tax  burden  and 
will  materially  strengthen  the  structure  of  our  tax  system.  We  shall  continue 
to  study  the  provisions  of  the  bill  and  present  any  further  recommendations 
to  the  Committee  as  they  are  developed.  Our  objective  now  and  in  the  future  will 
be  to  improve  the  equity  and  effectiveness  of  our  tax  laws. 


Exhibit  23. — Statement  by  Secretary  Kennedy,  May  12,  1970,  before  the  House 
Committee  on  Ways  and  Means,  on  the  proposed  trade  act  of  1969 

I  am  pleased  to  appear  today  to  discuss  certain  elements  of  the  Administra- 
tion's trade  policy  and  to  support  H.R.  14870,  the  proposed  Trade  Act  of  1969. 
In  addition,  my  associate,  John  S.  Nolan,  Acting  Secretary  for  Tax  Policy,  is 
prepared  to  present  to  you  in  some  detail  a  specific  proposal  covering  our  tax 
treatment  of  export  income.  This  proposal  is  designed  to  provide  tax  treatment 
of  export  income  more  comparable  to  that  provided  other  foreign  source  income 
and  more  in  accord  with  the  competitive  realities  of  world  markets. 

The  United  States  has  provided  leadership  throughout  the  postwar  period 
for  liberal  trading  and  investment  practice.  The  essence  of  that  policy  has  been 
to  work  toward  the  removal  of  tariff  and  other  restrictions  on  trade  on  an 
evenhanded  and  reciprocal  basis.  We  have  done  so  in  the  firm  belief  that  ex- 
pansion of  international  trade  and  investment  under  fair  competitive  conditions 
is  in  the  interest  of  all  nations. 

I  believe  we  can  take  pride  in  the  achievements  of  the  past,  particularly  in 
the  reduction  of  tariffs.  Our  basic  approach  remains  sound.  At  the  same  time, 
we  must  recognize  that,  with  tariff  barriers  already  substantially  reduced,  dra- 
matic new  breakthroughs  are  less  likely  in  that  area.  Our  attention  must  shift 
increasingly  to  other  barriers  to  trade — equally  real  but  often  less  easy  to  identify 
and  measure.  We  must  also  be  alert  to  the  hardships  and  adjustments  enforced  on 
particular  industries  or  sectors  in  response  to  shifting  trade  patterns.  Otherwise, 
past  accomplishments  will  be  undermined,  and  we  will  not  be  able  to  maintain 
forward  momentum  against  the  challenge  of  those  who  would  seek  other  solu- 
tions to  their  problems — solutions  that  look  inward  to  unilateral  protective  meas- 
ures in  one  form  or  another. 

H.R.  14870  would  provide  the  Administration  with  the  minimum  tools  it 
needs  to  maintain  forward  progress,  while  protecting  the  legitimate  interests  of 
American  business  and  labor.  The  Special  Representative  for  Trade  Negotia- 
tions has  discussed  the  specific  provisions  of  that  bill  in  some  detail.  I  would  like, 
briefly,  to  note  the  relationship  between  our  approach  to  trade  policy  and  our 
broad  international  economic  situation. 

Our  international  balance  of  payments  remains  unsatisfactory.  This  is  true 
despite  the  fact  that  during  1969  we  achieved  some  growth  in  our  international 
reserve  assets — that  is,  our  holdings  of  gold  and  foreign  currencies,  as  well  as 
creditor  position  in  the  IMF.  At  the  beginning  of  this  year,  these  assets  were 
further  supplemented  by  the  first  allocation  of  Special  Drawing  Rights.  More- 
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over,  foreign  official  dollar  holdings  have  declined  significantly  below  peak  levels. 
In  each  of  the  past  2  years,  we  have  recorded  some  surplus  in  our  official 
settlements  accounts,  in  a  cumulative  amount  of  about  $4i^  billion. 

However,  it  must  be  recognized  that  the.se  shifts  in  our  financial  position  were 
primarily  a  reflection  of  extremely  tight  money  in  the  United  States.  The  high 
interest  rates  and  shortage  of  funds  in  our  markets  attracted  a  huge  inflow  of 
short  term  money  from  abroad.  This  influx  of  short  term  funds  cannot  continue 
indefinitely.  Indeed,  in  1970,  there  has  already  been  some  reversal.  This  has  con- 
tributed, at  least  temporarily,  to  a  sizable  deficit  in  our  external  accounts  dur- 
ing the  early  months  of  the  year. 

In  these  circumstances,  a  new  emphasis  needs  to  be  placed  on  developments  in 
the  more  basic  elements  of  our  international  accounts.  Our  trade  position  is  of 
central  importance  in  this  respect.  The  heart  of  our  present  balance-of-pay- 
ments  problem  lies  in  the  fact  that.  Largely  under  the  pressure  of  internal 
inflation  and  overheating,  our  traditional  trade  surplus  has  dwindled  away. 
Standing  at  about  $61/2  billion  in  1964 — roughly  1  percent  of  our  then  GNP — 
our  trade  surplus  declined  to  less  than  $1  billion  in  both  1968  and  1969. 
Paralleling  this  drop  in  our  trade  balance,  our  surplus  on  all  goods  and  serv- 
ices— despite  a  steady  increase  in  income  on  foreign  investments — has  also 
decreased. 

Rebuilding  this  surplus  must  be  a  prime  policy  objective.  There  is  no  other 
way  in  which,  over  a  period  of  time,  we  can  provide  the  rest  of  the  world  with 
the  real  goods  and  services  necessary  to  support  our  investment  activities  and 
international  obligations.  Moreover,  we  must  restore  our  trade  and  current  ac- 
count surplus  in  a  manner  fully  consistent  with  our  key  position  in  the  world 
economy,  and  with  the  role  of  the  dollar  as  the  preeminent  world  reserve  and 
trading  currency. 

In  meeting  this  challenge,  the  path  of  restrictionism  is  not  really  open  to  us, 
not  just  as  a  matter  of  economic  philosophy,  but  also  for  very  practical  reasons. 
Restrictions  which  are  unfair  and  unacceptable  to  our  trading  partners  invite 
retaliation.  Thus  no  benefit  to  our  trade  position  is  achieved,  and  spreading  re- 
strictions would  damage  our  prospects  for  regaining  a  substantial  surplus 
through  competitive  processes.  Moreover,  I  believe  we  should  recognize  that 
freedom  to  import  is  one  of  the  most  effective  possible  checks  to  domestic  in- 
flationary pressures.  We  cannot  expect  to  maintain  a  competitive  industry  at 
home  behind  a  succession  of  import  barriers.  Conversely,  as  we  reap  the  benefiits 
of  our  current  policies  to  restrain  internal  inflation,  one  consequence  will  be 
an  improved  international  trade  position.  We  see  evidence  of  this  already.  In  the 
first  quarter,  our  trade  surplus  was  about  $500  million,  almost  as  much  as  dur- 
ing all  of  1969.  This  is  encouraging,  but  we  have  a  long  distance  to  go  in  achiev- 
ing and  maintaining  a  surplus  in  the  magnitude  we  need. 

Better  economic  performance  over  a  series  of  years  is  essential  to  that  effort. 
But,  in  addition,  the  Administration  is  undertaking  a  concerted  effort  to  induce 
and  support  efforts  of  industry  to  seek  out  and  better  develop  foreign  markets. 
One  major  element  in  that  effort  is  to  assure  competitive  export  credit  facilities. 
At  the  same  time,  we  in  the  Treasury  have  reviewed  thoroughly  the  implications 
of  our  tax  structure  for  the  exporting  effort.  Specifically,  we  have  appraised 
such  factors  as  the  tax  treatment  of  exporters  in  other  countries,  the  tax  treat- 
ment of  export  income  under  U.S.  law  as  compared  to  other  foreign  source  in- 
come, and  the  question  whether  the  U.S.  tax  structure  does  not  inadvertently 
contribute  to  an  attitude  among  many  American  producers  that  export  markets 
are  of  secondary  interest,  not  worth  concerted  and  aggressive  effort  over  a  period 
of  years. 

This  examination  has  led  to  the  conclusion  that,  in  some  respects,  our  tax 
system  does  tend  to  create  an  unnecessary  drag  on  exports  and  actually  gives 
some  incentive  to  manufacturing  abroad  rather  than  in  the  United  States. 
Accordingly,  we  have  developed  a  proposal  for  a  Domestic  International  Sales 
Corporation  (DISC).  We  believe  this  proiX)sal  provides  a  more  equitable  and 
satisfactory  basis  for  the  taxation  of  export  income.  Essentially,  it  would  permit 
a  company,  within  prescribed  rules,  to  defer  income  taxation  on  exports  sold 
through  a  domestic  export  subsidiary.  The  proposal  builds  upon  and  modifies 
certain  existing  provisions  of  U.S.  tax  law  that,  in  practice,  have  not  been 
fully  effective.   It  is  consistent  with  international  practice  and  obligations. 

Specifically,  the  DISC  proposal  recognizes  that  export  income  is  partly  foreign 
source  income,  just  as  income  from  foreign  subsidiaries  is  foreign  source  income. 
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This  principle  that  export  income  may  in  substance  include  foreign  source  in- 
come has  long  been  recognized  in  our  tax  code,  and  it  has  long  been  a  provision 
of  the  tax  code  of  other  countries.  Where  this  sound  tax  philosophy  has  gone 
astray  in  the  operations  of  our  tax  system  is  that  the  tax  deferral  of  retained 
earnings  available  on  foreign  investment  income  can  only  be  obtained  on  export 
income  through  creating  a  foreign-domiciled  sales  subsidiary,  which  many  com- 
panies find  awkward  and  impractical.  Foreign  source  income  may  appropriately 
be  determined  by  the  real  place  of  sale,  and  the  destination  of  the  goods ;  the 
domicile  of  the  corporate  vehicle  through  which  the  sale  is  passed  is  a  matter 
of  incidental  significance. 

We  believe  that  this  approach  is  consistent  with  the  basic  philosophy  of  the 
U.S.  tax  system.  The  committee  has  before  it  another  bill,  H.R.  13713.  that 
would  approach  the  problem  from  an  entirely  different  direction,  providing  a 
rebate  to  the  exporter  for  taxes  directly  or  indirectly  borne  by  articles  exported. 
I  recognize  that  elements  in  this  approach  bear  some  similarity  to  the  GATT- 
sanctioned  practices  of  many  foreign  countries  providing  a  rebate  to  their  ex- 
porters for  value-added  taxes.  It  would,  however,  raise  a  number  of  issues  that 
have  not  been  satisfactorily  resolved  internationally.  In  the  circumstances, 
other  countries  could  well  institute  comparable  provisions  related  to  similar 
taxes  where  no  rebate  is  now  provided.  Moreover,  the  revenue  cost  would  be 
substantial.  For  example,  if  the  rebate  should  work  out  to  roughly  4  percent, 
the  loss  would  probably  approach  $1  billion  or  more. 

It  must  be  recognized  that  our  own  proposal,  by  deferring  income  taxes  on  a 
large  volume  of  exports,  would  also  entail  a  significant  revenue  loss.  I  cannot 
ignore  that  impact,  in  the  light  of  our  present  budgetary  position.  Consequently, 
fiscal  responsibility  requires  that  the  effective  date  for  action  in  this  area  be 
delayed  beyond  fiscal  1971  to  July  1, 1971. 

The  estimated  revenue  impact  for  the  first  full  year — under  our  proposal ; 
fiscal  1972 — is  expected  to  approximate  $450-$600  million.  This  revenue  impact 
will,  of  course,  need  to  be  taken  into  account  in  shaping  our  overall  budgetary 
program  for  that  period. 

The  impact  on  exports  would  develop  through  several  channels.  Most  directly, 
the  tax  deferral  would  increase  the  profitability  of  exporting.  In  many  instances 
this  should  induce  more  effective  promotional  efforts  or  other  measures  to 
compete  more  effectively.  Perhaps  more  important  over  time,  basic  decisions  on 
the  location  of  new  investment  facilities  at  home  or  abroad  would  be  affected, 
and  companies  would  be  encouraged  to  develop  long-range  export  strategies. 
Indeed,  I  believe  this  shift  in  taxation  would  help  signal  to  industry  that  im- 
proved export  performance  is  a  national  objective  of  high  priority  ;  it  would  help 
build  the  consciousness  and  attitudes  toward  exports  that  this  country  has  been 
sorely  lacking. 

In  our  judgment,  the  effect  of  removing  the  bias  against  exports  in  our  tax 
system  in  the  manner  proposed  should  be  to  generate  over  time  a  level  of  exports 
a  billion  dollars  or  more  greater  than  might  otherwise  develop. 

In  summary,  we  consider  the  DISC  can  be  an  effective  companion  piece  to  our 
liberal  trade  policy.  It  is  an  outward  looking  measure,  resting  on  a  desire  to 
remove  impediments  to  competing  more  effectively.  It  can  be  a  part  of  an 
effective  approach  to  our  entire  balance-of -payments  problem,  and  it  is  an  ap- 
proach that  accepts  competitive  imports  as  a  factor  in  our  battle  against  infiation. 

At  the  same  time,  we  must  face  the  fact  that,  in  the  light  of  fiscal  require- 
ments, the  effective  date  should  be  deferred.  We  urge  that  this  proposal  receive 
your  careful  consideration  in  the  light  of  all  these  factors. 


Exhibit  24. — Statement  by  Assistant  Secretary  Weidenbaum,  October  1,  1969, 
before  the  House  Ways  and  Means  Committee,  on  The  Employment  Security 
Amendments  of  1969 

I  am  pleased  to  have  the  opportunity  today  to  express  the  views  of  the  Depart- 
ment of  the  Treasury  on  H.R.  12625,  a  bill  which  would  modernize  the  Federal- 
State  unemployment  insurance  system.  Although  basically  sound,  the  system — 
which  has  been  in  operation  since  1985 — in  some  respects  has  fallen  behind  in 
a  much  changed  economy.  It  is  like  the  long-used,  well-constructed  machine  that 
is  operating  well  but  requires  some  improvements. 

The  system  hias  not  been  generally  revised  since  its  inception  35  years  agio. 
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It  is  in  much  need  for  revision  to  better  meet  its  objectives  as  insurance  against 
the  risks  of  unemployment  and  as  a  built-in  mechanism  to  moderate  the  impact 
of  significant  reductions  in  the  level  of  economic  activity. 

Much  of  the  details  on  the  operations  of  the  system  and  the  way  the  bill  would 
improve  these  is  covered  by  the  testimony  of  the  Labor  and  Commerce  Depart- 
ments. I  will  concern  my.self  with  the  fiscal  and  financing  aspects  of  the  legisla- 
tion. This  bill  strengthens  the  ability  of  the  insurance  sy.stem  to  act  as  an  auto- 
matic .stabilizer  when  the  economy  declines  to  a  substantial  degree.  I  believe  that 
prudent  planning  calls  for  taking  such  measures  now  when  the  economy  is 
basically  healthy  and  continuing  to  expand. 

An  analy.<is  of  the  past  history  of  unemployment  insiurance  demonstrates  its 
effectiveness  as  a  stabilizing  factor.  For  example,  in  the  1958  recession,  as  a 
result  of  lower  output  (GNP),  personal  income  before  taxes  (excluding  tran.sfer 
payments)  declined  at  an  annual  rate  of  $3.2  billion  between  the  third  quarter 
of  1957  and  the  second  quarter  of  1958  (see  table  I).  Because  of  the  automatic 
response  of  stabilizers  such  as  unemployment  benefits,  disposable  personal  income 
was  actually  increasing  at  an  annual  rate  of  $2.8  billion  during  the  same  period. 
This  stabilizing  influence  was  attained  without  any  discretionary  action.  Specifi- 
cally, the  $3.2  billion  decline  in  personal  income  was  more  than  offset  by  a  $2.5 
billion  increase  in  unemployment  benefits  payments,  a  $900  million  increase  in 
social  security  payments,  and  $1.5  billion  of  reduced  income  taxes  resulting  from 
lower  incomes.  Such  sustained  disposable  income  in  a  recession  supports  con- 
sumption and  leads  to  economic  recovery. 

We  need  to  improve  unemployment  insurance  so  that  its  potential  as  an  auto- 
matic stabilizer  can  be  even  greater.  To  the  extent  that  automatic  stabilizers  are 
structured  into  our  economy,  this  enables  economic  forces  to  respond  more  quickly 
to  adverse  employment  impacts  which  may  result  from  periods  of  sub.stantial 
economic  restraint.  Thi's  bill  goes  a  long  way  toward  improving  unemployment 
insurfince  as  an  automatic  stabilizer  and  hence  toward  minimizing  the  social  costs 
which  may  accompany  necessary  changes  in  economic  policy. 

Need  for  more  automatic  response 

Mr.  Chairman,  we  need  to  provide  through  our  insurance  system  added  protec- 
tion against  prolonged  unemployment,  should  that  eventuality  ever  arise.  In  the 
past,  the  more  serious  a  recession  grew,  the  larger  were  the  number  of  benefit 
exhau'^tees  and  the  longer  the  duration  of  unemployment.  Although  such  a  con- 
tingency seems  quite  remote,  it  would  appear  advisable  to  protect  our  workers 
again.st  this  possibility.  We  need  to  protect  our  economy  by  structuring  the  un- 
employment insurance  system  so  that  protection  comes  into  effect  automatically, 
in  timely  fashion,  and  with  adequate  reserve  to  meet  an  emergency. 

It  should  be  recognized  that  our  present  system  of  unemployment  comi)ensa- 
tlon  tends  to  provide  effective  built-in  stabilization  for  small  recessions  (see 
table  I),  but  it  tends  to  become  relatively  weaker  as  recessions  become  more 
severe  and  increasing  numbers  of  workers  exhaust  benefits.  The  purpose  of 
"triggered-in"  extended  benefits  is  to  deal  more  effectively  with  the  latter  type 
of  situation. 

Table  I. — Changes  in  personal  income,  tax  payments,  and  transfer  payments  from 
third  quarter  1957  to  second  quarter  1958 

[In  billions  of  dollars] 

Decline  in  personal  Income  (excluding  transfer  payments) —3. 2 

Offset  by  built-in  stabilizers: 

Increase  in  unemployment  benefits -f-2.  5 

Increase  in  OAST  benefits -1-0.9 

Increase  in  other  transfer  payments -j-l.  0 

Reduction  in  Federal  personal  taxes -fl.8 

Reduction  in  personal  contributions  for  social  Insurance --  -1-0. 1 

Increase  in  state  and  local  personal  taxes -  —0.3 

Subtotal  built-in  stabilizers -F6. 0 

Equals:  Rise  in  disposable  personal  Income.. -  -1-2.8 

Note. — At  seasonally  adjusted  annual  rates. 

Source.— U.S.  Department  of  Commerce,  "The  National  Income  and  Product  Accounts,  1929-65," 
Supplement  to  Survey  of  Current  Business,  Washington,  D.C.,  U.S.  Government  Printing  Office,  August 
1966. 
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In  1958  and  again  in  1961  the  Congress,  when  it  recognized  the  seriousness 
of  those  recessions,  enacted  temporary  extended  benefit  programs.  This  bill  pro- 
vides for  a  program  of  Federally-financed  extended  benefits  to  be  "triggered  in" 
automatically  when  the  national  unemployment  rate  among  insured  workers 
reaches  4.5  percent  for  the  last  3  months.  The  current  unemployment  rate  for 
insured  workers  is  about  2  percent. 

Once  triggered,  the  extended  program  will  be  "triggered  out"  when  three  con- 
ditions are  met : 

(1)  The  national  unemployment  rate  for  1  month  is  less  than  4.5  percent, 

(2)  The  number  of  exhaustees  of  regular  State  benefits  is  less  than  1  per- 
cent, over  a  3-month  period,  and 

( 3 )  The  program  has  been  in  effect  at  least  13  weeks. 

Under  the  extended  benefits  program,  exhaustees  of  regular  State  benefits  will 
continue  to  receive  the  equivalent  of  the  regular  State  weekly  benefit  for  a  period 
equal  to  one-half  the  length  of  the  State  duration,  or  13  weeks,  whichever  is  less. 
In  no  ease  will  regular  and  extended  benefits  compensate  for  more  than  39  weeks 
of  total  unemployment. 

Responsiveness  of  payroll  taxes 

The  higher  taxable  wage  base  in  the  bill  will  make  payroll  taxes  more  respon- 
sive to  a  changing  economy.  Unemployment  insurance  benefits  have  been  strongly 
countercyclical.  Taxable  wages  (limited  by  the  present  $3,000  ceiling)  are  less 
responsive  to  economic  changes  than  total  wage  payrolls.  Extending  the  ceiling 
to  $6,000  will  make  taxable  wages  more  responsive  to  the  needs  of  economic 
stabilization. 

Adequacy  of  State  reserves 

As  a  good  insurance  principle,  the  States  should  be  able  to  accumulate  adequate 
reserves  to  finance  a  high  cost  benefit  period  brought  on  by  more  unemployment 
than  usual.  Today,  a  good  number  of  States  have  adequate  reserves  if  measured 
by  the  principle  that  a  State's  reserves  should  be  at  least  one  and  one-half  times 
the  highest  12-month  cost  benefit  rate  over  the  past  decade.  For  example,  at  the 
end  of  1968,  the  national  average  was  1.81  times  and  35  States  (plus  the  District 
of  Columbia  and  Puerto  Rico)  more  than  met  the  1.5  ratio  rule.  However,  15 
States  did  not,  and  these  account  for  over  40  percent  of  covered  workers.  The 
reserves  of  these  States  generally  need  strengthening  to  assure  the  soundness  of 
the  insurance  system.  By  increasing  the  Federal  taxable  wage  base  to  provide 
Federal  Unemployment  Tax  Act  (FUTA)  funds  for  financing  the  extended 
benefits  program,  the  bill  will  also  move  indirectly  in  aiding  State  funding. 

The  outdated  $3,000  wage  base  will  go  to  $4,800  in  1972  and  1973  and  to  $6,000 
thereafter.  States  will  automatically  or  by  specific  action  follow  the  Federal  limit 
Twenty-six  States  (plus  the  District  of  Columbia  and  Puerto  Rico)  have  pro- 
visions for  automatic  extension  of  their  taxable  wage  ceilings  to  the  ceiling  in 
the  Federal  Unemployment  Tax  Act. 

States  will  find  that  the  potential  yield  of  their  tax  systems  will  increase. 
Under  these  circumstances  they  have  the  alternative  of  building  their  reserves 
to  adequate  levels  or,  if  having  adequate  reserves,  the  States  could  lower  taxes 
by  reducing  rates. 

Adequacy  of  benefits 

This  bill  does  not  establish  Federal  standards  for  the  adequacy  of  State  bene- 
fits. President  Nixon  pointed  out  that  this  is  a  responsibility  of  the  States  and 
that  such  freedom  of  action  is  well  warranted.  But  the  President  requested  the 
States  to  examine  their  benefit  structures  and  establish  realistic  benefit  ceilings. 

In  some  of  our  large  industrial  States,  for  example,  60  percent  to  75  percent 
of  the  male  workers  laid  off  receive  less  than  one-half  of  their  weekly  wages. 
It  has  been  generally  accepted  since  the  beginnings  of  unemployment  insurance 
that  the  wage  loss  recovery  should  be  at  least  50  percent.  It  was  about  that  level 
in  the  thirties,  but  benefits  have  simply  not  kept  up  with  the  growth  of  earnings. 

Of  course,  benefits  should  not  completely  replace  wages  lost  from  unemploy- 
ment. Work  incentives  are  needed.  The  50-percent  rule  adequately  maintains 
those  incentives.  The  problem  in  the  present  system  is  that  the  maximum  weekly 
benefit  amount  in  most  States  is  so  low  that  a  large  proportion  of  laid-off  workers 
are  unable  to  receive  as  much  as  50  i)ercent  of  their  normal  weekly  wages. 
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Table   II. — Comparison  of  estimated  Federal    Unemployment    Tax  Act    {FUTA) 

revenues  with  estimated  administrative  costs 

[In  millions] 


Fiscal  year 

FUTA 
revenue 

under 

present 

law 

Proposed  financing 

Administra- 
tive costs  to 
be  financed 
from 
balance  3 

FUTA 
revenue ' 

Reserve  for 
'         extended 
benefits  2 

Balance 

after 
reserve 

1970 

1971 

1972 

1973 

1974 

$725 

776 

826 

765 

795 

$725  . 

776  . 

879  . 
1,133 
1,214 
1,449 

$189" 

202 
241 

$725 

776 

879 

944 

1,012 

1.208 

$691 
783 
858 
883 
977 

1975 

825 

1,082 

'  Assump«^ions: 

a.  Taxable  wage  base— $3,000  in  calendar  years  1970-71;  $4,800  In  1972-73;  $6,000  In  1974  and  1975. 

b.  Tax  rate  at  0.4  percent  of  taxable  wages. 

c.  Coverage  extension  effective  Jan.  1,  1972. 

2  Reserve  for  extended  benefits  (}^  of  FUTA  revenues)  estimated  at  $1.4  billion  for  an  18-month  period 
on  a  national  basis  once  each  7  years. 

'  Assumes  insured  unemployment  rate  of  2.2  percent.  Estimates  assume  that,  beginning  with  1973,  75 
percent  of  Employment  Service  costs  will  be  financed  out  of  FUTA  revenues;  therefore,  the  estimates 
exclude  amounts  to  be  financed  from  general  revenues.  Estimates  include  costs  of  legislation  beginning  in 
1971. 

Source.— U.S.  Department  of  Labor,  Manpower  Administration. 


Adequacy  of  benefits  is  essential  in  automatic  stabilization.  The  larger  the 
wage  loss  recovery,  the  more  disposable  income  and  personal  consumption  ex- 
penditures are  sustained. 

Funding 

The  increase  in  the  taxable  wage  base  ultimately  to  $6,000  will  provide  the 
revenue  necessary  to  finance  the  extended  benefits  program  and  administrative 
expens'es  (see  table  II).  It  is  more  equitable  to  finance  these  programs  by  in- 
creasing the  wage  base  than  by  increasing  rates  which  would  fall  more  heavily 
on  low  wage  industries. 

Training 

The  reduction  of  residual  unemployment  or  structural  unemployment  would 
make  automatic  stabilizers  even  more  effective.  Structural  unemployment  may 
exist  because  workers  are  uns-killed  or  need  more  skills,  because  they  do  not  move 
easily  to  areas  where  there  are  more  job  opportunities,  or  because  industry  may 
not  shift  readily  from  tight  labor  supply  areas  to  regions  where  labor  resources 
are  more  adequate. 

We  have  specific  programs  now  which  are  directed  at  overcoming  these  prob- 
lems. To  the  extent  that  this  bill  encourages  unemployment  insurance  claimants 
who  need  training  to  take  it,  it  is  also  contributing  to  the  resolution  of  these 
problems.  These  programs  are  long  range  and  like  our  education  programs  repre- 
sent a  worthwhile  investment  in  human  resources  to  complement  investments  in 
capital  plant  and  equipment. 


Exhibit  25. — Press  release,  May  19,  1970,  announcing  the  President's  request  for 
enactment  by  Congress  of  an  environmental  control  tax  on  lead  additives  used 
in  motor  fuels 

The  President  today  announced  his  intention  to  request  that  Congress  enact 
an  environmental  control  tax  on  the  lead  additives  used  in  motor  fuels. 

The  primary  purpose  of  the  proposed  environmental  control  tax  on  lead  is  to 
provide  an  incentive  for  the  rapid  development  of  gasoline  with  a  low  and  even- 
tually lead-free  content.  The  proposed  tax,  in  addition  to  providing  this  important 
anti-pollution  incentive,  will  provide  increased  revenue  during  the  period  of 
transition  to  nonleaded  gasoline  which  will  compensate  in  part  in  the  budget  for 
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the  reduced  level  of  corporate  tax  collections  and  certain  additional  expenditures 
not  included  in  the  fiscal  1971  budget. 

It  is  estimated  that  the  proposed  tax  will  result  in  a  first-year  revenue  gain 
of  approximately  $1.6  billion.  This  amount  will  diminish  as  the  incentive  takes 
effect  and  lead-free  or  low-level  leaded  gasoline  is  successfully  developed. 

The  proposed  tax  will  take  the  form  of  an  excise  tax  at  the  rate  of  $4.25  per 
pound  of  lead  and  generally  would  be  imposed  on  the  sale  by  the  manufacturer 
or  importer  of  lead  additives  which  are  used  in  motor  fuels.  In  order  to  prevent 
possible  circumvention  of  the  tax,  importer  would  be  defined  to  include  an 
importer  of  gasoline  containing  lead  additives. 

The  tax  would  apply  to  lead  additives  in  gasoline  used  in  all  gasoline  engines 
although  its  primary  impact  would  be  on  automotive  fuel.  A  typical  gallon  of 
regular  automobile  gasoline  presently  may  contain  2.5  grams  of  lead  which,  at 
the  rate  of  $4.25  a  pound,  would  produce  a  tax  of  approximately  2.3  cents  a  gallon 
if  no  reduction  were  made  in  the  lead  additive  content.  The  proposed  $4.25  rate 
is  designated  to  impose  on  leaded  gasoline  a  price  penalty  which  will  allow 
unleaded  gasoline,  which  is  more  expensive  to  manufacture,  to  be  marketed  more 
competitively. 

The  tax  would  be  imposed  on  the  manufacturer's  sale  of  lead  additives  after 
June  30,  1970.  To  bring  the  tax  fully  into  play  at  that  date  and  to  discourage 
possible  stockpiling  of  tax-free  lead  additives  sold  in  the  interim  period  between 
the  date  of  the  President's  announcement  and  the  proposed  effective  date,  a  floor 
stock  tax  would  be  imposed  on  all  inventories  of  lead  additives  held  by  any  person 
other  than  the  manufacturer  or  importer  on  June  30,  1970.  This  floor  stock  tax 
would  be  in  the  same  amount  and  measured  in  the  same  manner  as  the  tax  on  the 
sale  by  the  manufacturer  of  lead  additives. 

In  order  to  prevent  the  tax  from  causing  undue  hardships  on  the  part  of 
smaller  refiners  of  gasoline,  it  is  proposed  that  each  separate  company  engaged 
in  the  refining  business  be  permitted  to  use,  free  of  tax,  additives  containing  up 
to  1,000,000  pounds  of  lead  during  the  first  year  the  tax  is  in  effect.  This  amount 
would  be  decreased  by  200.000  pounds  annually  until  1976  when  all  lead  contained 
in  such  additives  would  be  fully  taxable.  Only  one  member  of  a  controlled  group 
of  corporations,  as  defined  in  section  1563  of  the  Internal  Revenue  Code,  would  be 
permitted  this  tax-free  use  of  additives.  For  this  purpose,  the  80-percent  owner- 
ship rule  of  section  1563(a)  would  be  reduced  to  50  percent. 

The  figure  of  1,000,000  pounds  is  based  upon  the  average  amount  of  lead  in 
additives  that  is  believed  to  be  used  by  a  typical  refinery  with  a  capacity  of 
30,000  barrels  a  day  of  crude  oil.  The  figure  of  30,000  barrels  a  day  is  that  estab- 
lished by  the  Small  Business  Administration  for  distinguishing  small  refiners 
eligible  for  set-asides  for  contracts  with  the  Department  of  Defense. 

Although  each  such  refiner  would  be  able  to  use  additives  containing  up  to 
1,000,000  pounds  of  lead,  we  propose  that  this  allowance  be  limited  to  the  amount 
of  additives  containing  no  more  lead  than  that  contained  in  the  additives  actually 
used  during  the  preceding  year,  or  if  greater,  the  average  of  the  three  preceding 
years.  In  this  manner  the  possibility  of  small  refiners  profiting  by  selling  unused 
tax-free  additives  to  other  refiners  will  be  avoided. 

It  is  proposed  that  this  tax-free  use  be  accomplished  by  permitting  the  refinery 
company  to  compute  the  amount  of  tax  attributable  to  the  lead  contained  in  the 
additives  used  during  each  period  for  which  a  tax  payment  reportable  on  Form 
720  (the  Quarterly  Federal  Excise  Tax  Return)  is  due.  The  amount  of  the  tax 
so  computed  would  be  used  as  an  adjustment  reducing  the  total  tax  payable. 
Alternatively,  the  refiner  would  be  authorized  to  claim  a  refund  for  the  amount 
of  the  tax. 


Revenue  Sharing 

Exhibit  26. — Message  from  President  Nixon  to  the  Congress,  August  13,  1969, 

on  revenue  sharing 

If  there  is  a  single  phenomenon  that  has  marked  the  recent  history  of  nations, 
large  and  small,  democratic  and  dictatorial,  it  has  been  the  rise  of  the  central 
government. 

In  the  United  States,  revenues  of  the  Federal  Government  have  increased 
90-fold  in  36  years.  The  areas  of  our  national  life  where  the  Federal  Government 
has  become  a  dominant  force  have  multiplied. 
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The  flow  of  power  from  the  cities  and  States  to  Washington  accelerated  in  the 
Depression  years,  when  economic  life  in  America  stagnated,  and  an  energetic 
national  government  seemed  the  sole  instrument  of  national  revival.  World  War 
II  brought  another  and  necessary  expansion  of  the  Federal  Government  to 
marshall  the  nation's  energies  to  wage  war  on  two  sides  of  the  world. 

When  the  war  ended,  it  appeared  as  though  the  tide  would  be  reversed.  But 
the  onset  of  the  cold  war,  the  needs  of  a  defeated  and  prostrate  Europe,  the  grow- 
ing danger  and  then  the  reality  of  conflict  in  Asia,  and  later,  the  great  social 
demands  made  upon  the  Federal  Government  by  millions  of  citizens,  guaranteed 
the  continued  rapid  growth  and  expansion  of  Federal  power. 

Today,  however,  a  majority  of  Americans  no  longer  supports  the  continued 
extension  of  Federal  services.  The  momentum  for  Federal  expansion  has  passed 
its  peak  ;  a  process  of  deceleration  is  setting  in. 

The  cause  can  be  found  in  the  record  of  the  last  half  decade.  In  the  last  5  years 
the  Federal  Government  enacted  scores  of  new  Federal  programs ;  it  added 
tens  of  thousands  of  new  employees  to  the  Federal  payrolls;  it  spent  tens  of 
billions  of  dollars  in  new  funds  to  heal  the  grave  social  ills  of  rural  and  urbaji 
America.  No  previous  half  decade  had  witnessed  domestic  Federal  spending  on 
such  a  scale.  Yet,  despite  the  enormous  Federal  commitment  in  new  men,  new 
ideas,  and  new  dollars  from  Washington,  it  was  during  this  very  period  in 
our  history  that  the  problems  of  the  cities  deepened  rapidly  into  crises. 

The  problems  of  the  cities  and  the  countryside  stubbornly  resisted  the  solutions 
of  Washington ;  and  the  stature  of  the  Federal  Government  as  America's  great 
instrument  of  social  progress  has  suffered  accordingly — all  the  more  so  because 
the  Federal  Government  promised  so  much  and  delivered  so  little.  This  loss  of 
faith  in  the  power  and  efficacy  of  the  Federal  Government  has  had  at  least  one 
positive  impact  upon  the  American  people.  More  and  more,  they  are  turning 
away  from  the  central  Government  to  their  local  and  State  governments  to  deal 
with  their  local  and  State  problems. 

As  the  Federal  Government  grew  in  size  and  power,  it  became  increasingly 
remote  not  only  from  the  problems  it  was  supposed  to  solve,  but  from  the  people 
it  was  supposed  to  serve.  For  more  than  three  decades,  whenever  a  great  social 
change  was  needed,  a  new  national  program  was  the  automatic  and  inevitable 
response.  Power  and  responsibility  flowed  in  greater  and  greater  measure  from 
the  state  capitals  to  the  national  capital. 

Furthermore,  we  have  hampered  the  effectiveness  of  local  government  by  con- 
structing a  Federal  grant-in-aid  system  of  staggering  complexity  and  diversity. 
Many  of  us  question  the  efficiency  of  this  intergovernmental  financial  system 
which  is  based  on  the  Federal  categorical  grant.  Its  growth  since  the  end  of 
1962  has  been  near  explosive.  Then  there  were  53  formula  grant  and  107  project 
grant  authorizations — a  total  of  160.  Four  years  later  on  January  1,  1967,  there 
were  379  such  grant  authorizations. 

While  effective  in  many  instances,  this  rapid  growth  in  Federal  grants  has 
been  accompanied  by : 

— Overlapping  programs  at  the  State  and  local  level. 

— Distortion  of  State  and  local  budgets. 

— Increased  administrative  costs. 

— 'Program  delay  and  uncertainty. 

— A  decline  in  the  authority  and  responsibility  of  chief  executives,  as  grants 
have  become  tied  to  functional  bureaucracies. 

— Creation  of  new  and  frequently  competitive  State  and  local  governmental 
institutions. 

Another  inevitable  result  of  this  proliferation  of  Federal  programs  has  been 
a  gathering  of  the  reins  of  power  in  Washington.  Experience  has  taught  us  that 
this  is  neither  the  most  efficient  nor  effective  way  to  govern ;  certainly  it  repre- 
sents a  radical  departure  from  the  vision  of  Federal-State  relations  the  nation's 
founders  had  in  mind. 

This  Administration  brought  into  office  both  a  commitment  and  a  mandate  to 
reverse  the  trend  of  the  last  three  decades — a  determination  to  test  new  engines  of 
social  progress.  We  are  committed  to  enlist  the  full  potential  of  the  private  sector, 
the  full  potential  of  the  voluntary  sector  and  the  full  potential  of  the  levels  of 
government  closer  to  the  people. 

This  week,  I  am  sending  to  Congress  for  its  approval  for  fiscal  year  1971,  legis- 
lation asking  that  a  set  amount  of  Federal  revenues  be  returned  annually  to 
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the  States  to  be  used  as  the  States  and  their  local  governments  see  fit — without 
Federal  strings. 

Because  of  budget  stringencies,  the  initial  fund  set  aside  to  start  the  program 
will  not  be  great — $500  million.  The  role  of  the  Federal  government  will  be 
redefined  and  redirected.  But  it  is  my  intention  to  augment  this  fund  annually 
in  the  coming  years  so  that  in  the  fiscal  year  beginning  in  mid-1975,  $5  billion  in 
Federal  revenues  wull  be  returned  to  the  States  without  Federal  strings.  Ulti- 
mately, it  is  our  hope  to  use  this  mechanism  to  so  strengthen  State  and  local 
government  that  by  the  end  of  the  coming  decade,  the  political  landscape  of 
America  will  be  visibly  altered,  and  States  and  cities  will  have  a  far  greater 
share  of  power  and  responsibility  for  solving  their  own  problems.  The  role  of 
the  Federal  Government  will  be  redefined  and  redirected  toward  those  functions 
where  it  proves  itself  the  only  or  the  most  suitable  instrument. 

The  fiscal  case  for  Federal  assistance  to  States  and  localities  is  a  strong  one. 
Under  our  current  budget  structure.  Federal  revenues  are  likely  to  increase 
faster  than  the  national  economy.  At  the  local  level,  the  reverse  is  true.  State 
and  local  revenues,  based  heavily  on  sales  and  property  taxes,  do  not  keep  pace 
with  economic  growth,  while  expenditures  at  the  local  level  tend  to  exceed  such 
growth.  The  result  is  a  "fiscal  mismatch,"  with  potential  Federal  surpluses  and 
local  deficits. 

The  details  of  this  revenue  sharing  program  were  developed  after  close  con- 
sultation with  members  of  the  Congress,  governors,  mayors,  and  county  oflBcials. 
It  represents  a  successful  effort  to  combine  the  desirable  features  of  simplicity 
and  equity  with  a  need  to  channel  funds  where  they  are  most  urgently  needed 
and  efficiently  employable. 

The  program  can  best  be  described  by  reviewing  its  four  major  elements. 

First,  the  size  of  the  total  fund  to  he  shared  will  be  a  stated  percentage  of 
personal  taxable  income — the  base  on  which  Federal  individual  income  taxes 
are  levied.  For  the  second  half  of  fiscal  year  1971,  this  will  be  one-third  of  1 
percent  of  personal  taxable  income ;  for  subsequent  fiscal  years  this  percentage 
will  rise  to  a  regular  constant  figure.  In  order  to  provide  for  the  assured  flow  of 
Federal  funds,  a  permanent  appropriation  will  be  authorized  and  established  for 
the  Treasury  Department,  from  which  will  be  automatically  disbursed  each 
year  an  amount  corresponding  to  the  stipulated  percentage. 

Second,  the  allocation  of  the  total  annual  fund  among  the  50  States  and 
the  District  of  Columbia  will  be  made  on  the  basis  of  each  State's  share  of  na- 
tional population,  adjusted  for  the  State's  revenue  effort. 

The  revenue  effort  adjustment  is  designed  to  provide  the  States  with  some  in- 
centive to  maintain  (and  even  expand)  their  efforts  to  use  their  own  tax  re- 
sources to  meet  their  needs.  A  simple  adjustment  along  these  lines  would  provide 
a  state  whose  revenue  effort  is  above  the  national  average  with  a  bonus  above 
its  basic  per  capita  portion  of  revenue  sharing. 

Third,  the  allocation  of  a  State's  share  among  its  general  units  of  local  gov- 
ernment will  be  established  by  prescribed  formula.  The  total  amount  a  State 
will  share  with  all  its  general  political  subdivisions  is  based  on  the  relative  roles 
of  State  and  local  financing  in  each  State.  The  amount  which  an  individual  unit 
of  general  local  government  will  receive  is  based  on  its  share  of  total  local 
government  revenue  raised  in  the  State. 

Several  points  should  be  noted  about  these  provisions  distribution  of  a  State's 
portion  of  revenue  sharing. 

— The  distribution  will  be  made  by  the  State. 

— The  provisions  make  allowance  for  State-by-State  variations  and  would  tend 
to  be  neutral  with  respect  to  the  current  relative  fiscal  importance  of  State  and 
local  governments  in  each  State. 

— In  order  to  provide  local  flexibility,  each  State  is  authorized  to  develop  an 
alternative  distribution  plan,  working  with  its  local  governments. 

Fourth,  administrative  requirements  are  kept  at  a  minimum.  Each  State  will 
meet  simple  reporting  and  accounting  requirements. 

While  it  is  not  possible  to  specify  for  what  functions  these  Federally  shared 
funds  will  provide — the  purpose  of  this  program  being  to  leave  such  allocation 
decisions  up  to  the  recipient  units  of  government — an  analysis  of  existing  State 
and  local  budgets  can  provide  substantial  clues.  Thus,  one  can  reasonably  expect 
that  education,  which  consistently  takes  over  two-fifths  of  all  State  and  local 
general  revenues,  will  be  the  major  beneficiary  of  these  new  funds.  Another  pos- 
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sible  area  for  employment  of  shared  funds,  one  most  consistent  with  the  spirit 
oi'  this  program,  would  be  for  intergovernmental  cooperation  efforts. 

This  proposal  marks  a  turning  point  in  Federal-State  relations,  the  beginning 
of  decentralization  of  governmental  power,  the  restoration  of  a  rightful  balance 
between  the  State  capitals  and  the  National  Capital. 

Our  ultimate  purposes  are  many :  To  restore  to  the  States  their  proper  rights 
and  roes  in  the  Federal  system  with  a  new  emphasis  on  and  help  for  local  re- 
sponsiveness ;  to  provide  both  the  encouragement  and  the  necessary  resources 
for  local  and  State  officials  to  exercise  leadership  in  solving  their  own  problems ; 
to  narrow  the  distance  between  people  and  the  Government  agencies  dealing 
with  their  problems;  to  restore  strength  and  vigor  to  local  and  State  govern- 
ments ;  to  shift  the  balance  of  political  power  away  from  Washington  and  back 
to  the  country  and  the  people. 

This  tax-sharing  proposal  was  pledged  in  the  campaign ;  it  has  long  been  a 
part  of  the  p'atform  of  many  men  in  my  own  political  party — and  men  in  the 
other  party  as  well.  It  is  integrally  related  to  the  national  welfare  reform. 
Through  these  twin  approaches  we  hope  to  relieve  the  fiscal  crisis  of  the  hard- 
pressed  State  and  local  governments  and  to  assist  millions  of  Americans  out  of 
poverty  and  into  productivity. 

Richard  Nixon 

The  White  House, 
August  13, 1969. 


Exhibit  27. — Remarks  by  Secretary  Kennedy,  November  13,  1969,  before  the 
Greater  South  Dakota  Association,  Mitchell,  South  Dakota,  on  the  fiscal  side 
of  the  new  federalism 

Tonight  I  want  to  discuss  a  subject  in  which  President  Nixon  is  vitally  inter- 
ested— the  future  of  our  American  Federal  system.  This  Administration  is  firmly 
convinced  that  our  progress  as  a  free  and  progressive  society  depends  importantly 
on  the  health  and  vitality  of  government  at  all  levels — Federal,  State,  and  local. 
The  President  is  deeply  disturbed  over  the  imbalance  that  now  exists  among  these 
partners  in  federalism. 

The  story  of  American  government  in  the  20th  century  has  been  one  of  increas- 
ing concentration  of  power  and  responsibility  at  the  Federal  level.  This  flow  of 
power  to  Washington  was  induced  and  stimulated  by  major  wars,  both  hot  and 
cold,  and  by  economic  crises.  In  recent  years  it  has  been  accelerated  by  a  variety 
of  efforts  to  cure  major  domestic  ills  through  the  force  of  Federal  programs  and 
Federal  money.  The  remarkable  capacity  of  the  Federal  tax  system  to  generate 
revenues  has  sustained  and  even  encouraged  this  transfer  of  power. 

But  this  expansion  in  the  scope  of  Federal  influence  and  responsibility  has  pro- 
duced an  undesirable  imbalance  in  the  American  public  sector.  Our  State  and 
local  governments  have  been  asked  to  deliver  an  ever  growing  quantity  of  vital 
domestic  services,  but  they  lack  efficient  and  productive  systems  of  taxation  to 
respond  adequately.  In  short,  they  have  been  unable  to  play  their  rightful  role  in 
our  Federal  system. 

The  traditional  functions  of  State  and  local  government — education,  welfare, 
police  protection,  health  and  hospitals,  highways,  sanitation — are  more  important 
today,  on  our  scale  of  national  priorities,  than  ever  before.  Over  the  years,  the 
Congress  and  the  Federal  executive  branch  have  recognized  the  importance  of 
these  local  services,  and  have  considered  it  essential  that  they  be  provided  to  our 
citizens.  As  a  result.  Federal  grants-in-aid  to  State  and  local  governments  have 
grown  enormously — from  $1  billion  in  1946  to  a  level  of  $25  billion  this  fiscal 
year. 

But  this  significant  rechanneling  of  Federal  tax  dollars  to  our  States  and  local- 
ities has  not  been  as  successful  in  increasing  the  scope  and  quality  of  State  and 
local  public  services  as  one  might  hope.  The  transfer  of  Federal  funds  has  been 
accompanied  by  an  ever  growing  maze  of  program  authorizations,  restrictions, 
formulas,  matching  provisions,  project  approval  requirements,  and  a  host  and 
variety  of  administrative  burdens. 

Over  a  period  of  years  the  Federal  system  of  assistance  to  States  and  com- 
munities has  evolved  in  piecemeal  fashion.  Federal,  State,  and  local  ofl5cial«  are 
today  confronted  with  over  600  programs  for  narrow  categorical  grants.  Many 
of  these  programs  are  extremely  cumbersome  and  each  is  equipped  with  its  own 
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array  of  administrative  procedures  and  its  own  set  of  requirements  to  be  levied 
upon  State  and  local  governments. 

In  drawing  upon  several  funding  sources  to  help  finance  one  neighborhood 
project,  for  example,  a  local  oflScial  may  be  confronted  with  a  series  of  application 
forms  weighing  several  pounds,  a  tortuous  application  process  which  may  re- 
quire many  months  to  elicit  a  "yes"  or  "no"  response  from  the  Federal  Govern- 
ment, and  a  continuing  process  which  may  burden  that  community  with  hundreds 
of  reports  to  the  Federal  Government  which  are  rarely  read.  Further,  the  local 
official  may  have  to  work  with  Federal  people  located  in  three  or  four  different 
States  in  the  course  of  putting  this  one  project  together. 

I  am  told  that  a  single  program  may  require  over  100  different  kinds  of  forms 
and  reports,  and  that  it  may  take  over  100  pages  merely  to  list  the  administrative 
steps  involved  in  the  processing.  We  have  found  instances  in  which  Federal,  State, 
and  local  governments  make  scores  of  independent  studies  in  the  same  commun- 
ity without  one  knowing  what  the  other  is  doing  or  having  an  opportunity  to  share 
in  the  results  of  the  other  study  efforts. 

On  March  27th,  President  Nixon  undertook  a  major  3-year  program  to  simplify 
Federal  assistance.  He  has  mounted  a  multiprongtd  attack  on  the  mass  of  red 
tape  which  is  smothering  the  efforts  of  our  three  levels  of  government  to  work 
together  effectively.  Initial  results  are  encouraging,  and  I  am  confident  that  in 
3  years  the  President's  efforts  will  have  resulted  in  the  elimination  of  many  of 
these  costly  procedures  and  requirements  which  today  burden  our  public  officials 
and  limit  their  ability  to  respond  to  public  needs. 

Against  this  background,  the  President  also  has  come  forward  with  a  bold  and 
challenging  new  domestic  policy  program  designed  to  restore  balance  to  Ameri- 
can federalism  while  strengthening  government's  ability  to  deliver  needed  public 
services  as  efficiently  as  possible.  This  "New  Federalism"  seeks  to  redefine  and 
redirect  the  role  of  the  Federal  Government  toward  those  public  functions  where 
its  capacity  and  effectiveness  are  unquestioned.  It  will  move  to  restore  to  our 
states  and  localities  the  decisionmaking  power  rightfully  theirs. 

At  the  heart  of  our  New  Federalism  is  the  proposal  for  sharing  Federal  reve- 
nues with  State  and  local  governments.  The  Treasury  has  had  a  major  hand  in 
drafting  this  revenue-sharing  proposal,  and  we  will  be  working  very  hard  in  the 
coming  months  to  secure  its  enactment  by  the  Congress. 

I  would  like  to  take  this  opportunity  to  outline  for  you  the  main  features  of 
this  revenue-sharing  plan.  It  can  be  conveniently  discussed  in  terms  of  its  four 
major  provisions. 

First,  the  annual  revenue-sharing  appropriation  will  be  a  stated  percentage 
of  personal  taxable  income — the  base  on  which  Federal  individual  income  taxes 
are  levied.  For  the  first  year  of  operation,  this  percentage  will  be  modest,  yield- 
ing about  $500  million.  But  in  1976  we  will  be  sharing  a  full  1  percent  of  the  tax 
base,  or  about  $5  billion.  In  subsequent  years,  the  revenue-<sharing  appropriation 
will  automatically  respond  to  the  growth  in  taxable  income.  This  is  only  one 
more  reason  why  our  State  and  local  governments  have  a  strong  stake  in  seeing 
a  healthy  national  economy — a  point  which  I  will  turn  to  shortly. 

Second,  the  State-by-State  distribution  of  funds  will  be  made  on  the  basis  of 
each  State's  share  of  national  population,  with  a  small  adjustment  for  revenue 
effort  to  provide  an  incentive  for  maintenance  of  local  taxing  efforts.  This  ad- 
justment will  mean  that  a  State  like  South  Dakota,  whose  revenue  collections 
in  relation  to  State  personal  income  are  24  percent  above  the  national  average, 
would  receive  a  24-percent  bonus  above  its  basic  per  capita  portion  of  revenue 
sharing. 

Third,  each  State  government  must  distribute  a  portion  of  these  revenue- 
sharing  payments  to  all  its  general  purpose  local  governments,  regardless  of  size. 
Some  alternative  proposals  would  only  include  our  larger  cities  and  counties  in 
direct  revenue  sharing.  We  strongly  believe  that  all  local  governments  are  faced 
with  fiscal  pressures  and  that  all  deserve  specific  inclusion  in  this  program. 

The  total  amount  a  State  must  share  with  all  its  cities,  counties,  and  townships 
will  depend  on  the  existing  division  of  public  financing  responsibilities  within 
each  State.  An  individual  local  government  will  receive  a  fraction  of  each  reve- 
nue-sharing payment  which  corresponds  to  the  relative  role  which  its  general 
revenues  bear  in  relation  to  the  total  of  all  State  and  local  general  revenues.  We 
use  this  basis  for  allocating  funds  among  local  governments  because  a  per 
capita  distribution  cannot  distinguish  between  the  importance  of  overlapping 
jurisdictions. 


EXHIBITS  361 

Fourth,  State  and  local  oflBcials  will  receive  not  only  the  funds,  but  also  the 
decisionmaking  authority  over  the  use  of  those  funds.  This  is  perhaps  the  most 
important  feature  of  revenue  sharing,  and  one  which  clearly  distinguishes  it  from 
the  Federal  government's  existing  grant-in-aid  system.  Without  the  Federal  pro- 
gram or  project  "strings,"  State  and  local  authorities  are  free  to  initiate  ideas 
which  respond  directly  to  the  particular  needs  and  interests  of  their  jurisdictions. 
Only  simple  accounting  and  reporting  requirements  will  be  in  force. 

This  revenue-sharing  program  represents  an  important  new  direction  in  the 
relationships  between  Federal  Government  and  State  and  local  governments. 
It  gives  our  Federal  system  both  a  sound  iinancial  center  and  a  needed  decen- 
tralization of  control.  It  will  serve  as  an  important  supplement  to  our  existing 
categorical  aid  programs.  I  am  especially  pleased  to  have  this  opportunity  to  de- 
scribe the  major  features  of  our  proix>sal  to  you,  since  Senator  Mundt,  as  a  long- 
time supporter  of  revenue  sharing,  was  one  of  its  sponsors  when  the  plan  was 
introduced  in  the  Senate.  We  greatly  appreciate  the  strong  support  and  interest 
he  has  given  us. 

As  I  noted  earlier,  the  size  of  the  annual  revenue-sharing  appropriation  will  be 
primarily  determined  by  the  level  and  growth  of  the  American  economy.  There- 
fore, the  State  and  local  governments  will  be  vitally  interested  in  seeing  our 
Nation  maintain  a  steady  and  healthy  rate  of  economic  expansion.  Of  course, 
these  governments  have  always  had  a  strong  stake  in  our  economic  good  health, 
particularly  as  the  state  of  the  economy  affected  their  tax  receipts,  operating  ex- 
penses, and  borrowing  costs.  With  revenue  sharing  there  is  even  more  to  be 
gained  by  State  and  local  governments  from  noninflationary  economic  growth. 

The  responsibility  for  national  economic  policy  is  one  public  function  which 
the  Federal  Government  cannot  delegate  to  the  States  and  cities.  It  can  only  be 
exercised  from  Washington.  However,  when  the  Nixon  Administration  took 
oflSce  last  January,  the  economy  was  suffering  from  several  years  of  failure  by 
the  Federal  Government  to  exercise  that  responsibility  in  a  timely  and  effective 
manner.  As  a  result,  a  serious  inflation  had  been  permitted  to  work  its  way  deeply 
into  the  fabric  of  our  economic  life.  We  moved  quickly  and  firmly  to  bring  the 
policies  of  the  Federal  Government  in  line  with  our  urgent  need  to  halt  the  spiral 
of  rising  prices,  and  we  are  now  beginning  to  see  some  hopeful  signs  of  success. 

But  inflationary  pressures  are  currently  much  too  strong  for  us  to  assume  any 
complacency.  Our  policies  of  economic  restraint — especially  our  efforts  to  achieve 
a  significant  budget  surplus — must  be  maintained  until  inflation  is  brought  under 
control.  For  this  we  must  depend  on  the  Congress  to  approve  the  revenue  meas- 
ures we  recommended  last  April.  Without  the  extension  of  the  income  tax  sur- 
charge at  the  reduced  rate  of  5  percent  for  the  first  half  of  1970,  plus  the  rei>eal 
of  the  investment  tax  credit  and  the  extension  of  certain  excise  taxes,  we  stand 
to  lose  about  $4  billion  in  urgently  needed  revenues. 

A  revenue  loss  of  this  magnitude  would  have  two  serious  impacts.  First,  we 
would  lose  most  of  our  fiscal  restraint  in  the  budget — a  restraint  which  is  only 
moderate  without  the  revenue  loss.  This  is  not  the  time  to  bring  about  an  abrupt 
easing  of  fiscal  policy.  Second,  and  perhaps  even  more  significant,  this  $4  billion 
shrinkage  in  Federal  revenues  would  mean  an  equivalent  strain  on  our  already 
tight  financial  markets.  This  would  be  most  unfortunate  at  a  time  when  we  might 
hope  that  interest  rates  could  begin  to  ease  from  their  historic  high  levels.  These 
extraordinarily  high  interest  rates  have  had  a  particularly  severe  impact  on  the 
flow  of  funds  into  housing  and  State  and  local  government  projects. 

It  is  quite  clear,  therefore,  that  our  State  and  local  governments  have  a  strong 
interest  in  seeing  the  income  tax  surcharge  extended  and  the  other  revenue- 
raising  measures  enacted.  For  a  shift  in  the  mix  of  economic  policies  to  even 
tighter  monetary  measures  because  of  an  easier  fiscal  iwjsition  would  seriously 
upset  the  essential  borrowing  efforts  of  States,  cities,  and  counties. 

Thus,  at  the  Treasury  we  are  engaged  in  two  very  important  efforts  to 
strengthen  the  fiscal  structure  of  our  American  Federal  system.  On  the  one  hand 
we  are  working  hard  to  enact  a  program  of  revenue  sharing — to  provide  both  the 
encouragement  and  the  resources  for  local  and  State  officials  to  exercise  leader- 
ship in  solving  their  own  problems.  On  the  other  hand,  we  are  striving  to  exer- 
cise our  unique  Federal  responsibility  for  restoring  the  American  economy  to 
a  prosperous,  growing,  and  stable  condition.  Both  these  efforts  are  vital  to  our 
national  well-being,  and  I  hope  you  will  join  me  in  encouraging  the  Congress  to 
move  forward  on  both  fronts. 

My  remarks  this  evening  would  be  incomplete  if  I  did  not  outline  for  you  the 
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relationship  between  tliese  two  efforts,  whicli  occupy  so  much  of  our  attention  at 
the  Treasury,  and  the  Administration's  total  package  of  domestic  policy  initia- 
tives. President  Nixon's  new  domestic  program  has  been  described  by  many 
observers  as  the  most  significant  Presidential  proposal  for  domestic  reform  in 
recent  decades.  It  is  significant  both  for  qualitative  and  quantitative  reasons, 
both  for  the  number  of  new  ideas  it  presents  and  for  the  boldness  with  which 
they  were  conceived.  The  President's  package  of  proposals  included  the  most 
striking  conceptual  change  in  the  history  of  the  welfare  program,  the  most 
sweeping  administrative  change  in  the  history  of  manpower  training  programs, 
and  this  entirely  new  and  different  approach  to  the  fiscal  relationship  between 
the  Federal  Government  and  the  States  and  localities  which  I  have  described  to 
you. 

Each  of  these  proposals  was  historic  in  its  own  right.  Yet  the  President  chose 
to  discuss  all  of  them  together,  for  he  saw  them  as  component  parts  of  a  single 
strategy.  "They  make  both  a  package  and  a  pattern,"  he  observed.  "They  should 
be  studied  together,  debated  together,  and  seen  in  perspective." 

I  look  forward  to  the  time,  hopefully  quite  soon,  when  we  have  this  exciting 
new  package  of  proposals  fully  implemented.  Their  institution  will  signal  a  new 
direction  and  a  new  hope  for  effective  government  performance.  That  is  an 
objective  which  we  all  must  share. 


Exhibit  28.— Remarks  by  Under  Secretary  Walker,  March  23,  1970,  before  the 
10th  Annual  Washington  Conference  on  Business-Government  Relations,  on 
new  federalism  in  the  1970's — the  financial  dimension 

"Where  is  the  money  coming  from?" 

That  perplexing  question  serves  as  the  central  theme  for  this  morning's  ses- 
sion. It  is  a  question  which  everyone  must  periodically  ask,  and  depending  upon 
the  circumstances  of  the  questioner,  will  be  answered  with  varying  degrees  of 
uncertainty  and  difficulty.  In  addition,  it  is  a  question  with  many  dimensions. 
Money  is  needed  to  cover  current  operating  requirements,  and  to  finance  invest- 
ment outlays  both  now  and  in  future  years. 

For  the  State  and  local  governments  of  our  country,  the  answers  to  this  ques- 
tion have  become  increasingly  difficult  during  the  1960s.  And  the  1970s  hold  no 
promise  for  making  the  answers  much  easier.  Recognizing  the  financial  health 
of  States  and  localities  as  an  important  national  priority,  the  Nixon  Adminis- 
tration has  taken  several  significant  steps  toward  improving  the  fiscal  outlook 
for  the  State  and  local  ijartners  in  our  Federal  system. 

Major  Administration  proposals  are  directed  toward  improving  both  the 
current  operating  picture  and  the  availability  of  debt  capital  to  States  and 
localities.  I  think  it  would  be  useful  to  begin  this  session  by  examining  the 
issues  and  the  proposals  affecting  both  of  these  financial  dimensions. 

I.  Current  operating  picture 

Anyone  who  carefully  examines  our  system  of  public  finance  is  struck  by  the 
existence  of  what  analysts  of  all  political  persuasions  have  called  the  "fiscal 
mismatch."  Simply  stated,  this  term  describes  the  completely  opposite  under- 
lying budgetary  position  of  the  Federal  Government  compared  to  State  and 
local  governments. 

At  the  Federal  level,  our  growth  responsive  income  taxes  generate  revenues 
at  a  pace  which  exceeds  both  economic  advancement  and  peacetime  expenditure 
requirements.  Since  1950,  for  example,  the  Federal  Government  has  indulged  in 
the  political  luxury  of  voting  three  major  tax  reductions  (1954,  1964,  and  1969), 
while  still  maintaining  a  healthy  revenue  growth.  Indeed,  in  the  new  budget  our 
projections  of  revenues,  expenditures,  and  incomes  indicate  that  the  current 
Federal  tax  structure  will  be  generating  $266  billion  in  revenues  by  fiscal  year 
1975.  In  the  same  year,  the  expenditure  requirements  resulting  from  existing 
programs  and  new  Presidential  initiatives  will  amount  to  $244  billion. 

This  difference  of  $22  billion  does  not  represent  a  planned  "surplus"  for  the 
Federal  budget  in  1975.  What  it  measures  is  the  amount  of  fiscal  leeway  avail- 
able to  the  Congress  and  the  President  for  the  initiation  of  new  programs,  for 
tax  reduction,  or  for  debt  reduction.  In  addition,  this  longer  range  projection 
reveals  the  underlying  strength  of  the  Federal  fiscal  position  in  a  growing 
economy. 
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At  the  State  and  local  level,  we  get  quite  a  different  picture.  The  Advisory 
Commiission  on  Intergovernmental  Relations  estimates  that  between  1950  and 
1968,  less  than  one-half  the  increase  in  major  State  taxes  was  the  result  of 
economic  growth.  Legislative  action  on  new  or  higher  taxes  was  responsible  for 
the  better  part  of  this  increase.  In  contrast  to  Federal  tax  reductions.  State 
governments  made  more  than  300  rate  increases  in  major  taxes  during  the  1960s 
alone. 

In  view  of  their  revenue  sources,  this  unresponsiveness  of  State  and  local 
tax  systems  to  economic  growth  is  not  surprising.  At  the  local  level,  more  than 
85  i>ercent  of  tax  collections  come  from  property  taxes,  while  nearly  thi'ee-fifths 
of  all  State  tax  collections  come  from  sales  and  gross  receipts  levies. 

In  the  face  of  this  sluggish  revenue  growth,  our  States  and  localities  are  faced 
with  ever  increasing  demands  for  the  provision  of  basic  public  services.  As 
always,  they  are  expected  to  operate  our  major  domestic  service  systems — such 
as  education,  law  enforcement,  and  waste  disposal.  But  the  expenditure  require- 
ments generated  by  these  basic  social  needs  continue  to  outpace  State  and  local 
revenue  growth. 

The  result  is  the  "fiscal  mismatch."  One  level  of  government  has  the  superior 
revenue  generating  system.  The  other  levels  of  government  have  the  major 
domestic  expenditure  recpiirements. 

The  Federal  Government  has  not  been  oblivious  to  this  discontinuity  between 
needs  and  re.sources.  Federal  assistance  to  State  and  local  governments  has 
grown  dramatically  in  the  postwar  period,  from  $2  biUion  in  1948  to  $28  billion 
in  the  new  budget  for  1971.  The  latter  figure  represents  nearly  one-quarter  of 
all  domestic  Federal  spending. 

But  this  growing  Federal  assistance  has  come  in  the  form  of  narrow  program 
and  project  grants-in-aid.  The  number  of  program  authorizations  has  been  grow- 
ing just  as  fa.st — if  not  faster — than  the  dollar  total  of  assistance.  Currently, 
we  have  somewhere  in  the  neighborhood  of  500  separate  programs  of  Federal 
aid  to  States  and  localities. 

That  statement  bears  repeating :  Today,  we  have  approximately  500  separate 
programs  of  Federal  aid  to  State  and  local  governments  ! 

This  proliferation  of  so-called  categorical  grant  programs,  while  recognizing 
the  provision  of  adequate  local  public  services  as  a  national  priority,  has 
threatened  to  create  as  many  problems  as  the  separate  authorizations  were 
designed  to  solve. 

— Large  sums  of  money  have  been  expended  on  a  wide  range  of  projects  .and 
programs,  many  of  them  hastily  conceived  and  difficult  to  evaluate. 

— A  substantial  amount  of  Federal  assistance  is  absorbed  in  "overhead,"  with 
too  much  overlap,  duplication,  and  red  tape. 

— Cirant  allocations  are  often  arbitrarily  awarded,  with  proficiency  in  making 
applications  frequently  substituted  for  real  local  need. 

— State  and  local  budget  costs  are  distorted,  as  certain  activities  are  made 
"cheaper"  by  virtue  of  varying  matching  provisions.  Local  needs  are  tailored 
to  fit  program  specifications,  instead  of  the  other  way  around. 

— In  some  instances,  new  and  frequently  competitive  State  and  local  institutions 
have  been  created,  with  very  little  effort  devoted  to  assessing  the  effectiveness  of 
that  course. 

— Perhaps  most  significantly,  because  the  grant  approach  creates  direct  ties 
between  functional  bureaucracies — usually  appointed  or  career  oflScials — the 
role  of  elected  public  officials  at  the  State  and  local  level  has  been  correspond- 
ingly reduced. 

It  is  .against  the  backdrop  of  this  explosive  increase  in  Federal  grant  programs 
that  present  Administration  is  seeking  to  bring  some  order  and  rationality  to 
intergovernmental  financial  relations. 

The  question  has  never  been  whether  Federal  aid  to  States  and  localities  is 
appropriate.  These  governments  face  increasing  expenditure  requirements,  beyond 
the  capacity  of  their  revenue  systems,  while  the  Federal  tax  system  is  both  ef- 
ficient and  growth  responsive.  Federal  assistance  will  continue  to  increase. 

The  important  question  today  is  not  whether  such  aid  is  appropriate,  but 
whether  we  can  design  better  systems  for  delivering  Fedei'al  program  assistance 
and  better  methods  of  fiscal  assistance. 

Almost  immediately  upon  assuming  office.  President  Nixon  undertook  several 
major  efforts  to  improve  the  effectiveness  of  our  intergovernmental  relations. 
They  included  reorganization  within  the  executive  branch,  proposals  for  con- 
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solidation  of  related  assistance  programs,  joint  funding,  and  the  restructuring  of 
existing  programs. 

But  by  far  the  most  important  as  well  as  the  most  dramatic  step  that  the 
President  has  taken  to  reform  our  intergovernmental  assistance  system  is  his 
proposal  to  the  Congress  to  inaugurate  a  program  of  Federal  revenue  sharing 
with  State  and  local  governments. 

AVhen  adopted,  revenue  sharing  will  constitute  a  milestone  in  Federal-State 
relations.  It  seeks  to  restore  to  the  States  their  proper  roles  in  the  Federal  sys- 
tem, with  a  new  emphasis  on  local  discretion.  More  precisely,  it  propo.ses  to  extend 
additional  Federal  assistance  to  our  State  and  local  governments  in  a  manner 
that  wall  permit  local  officials  to  respond  flexibly  to  the  pressing  needs  of  their 
own  jurisdiction.s,  without  being  subjected  to  rigid  Federal  controls  or 
requirements. 

The  leading  features  of  the  Administration's  revenue  sharing  proposal  are  as 
follows : 

— First,  the  total  amount  to  be  shared  will  be  a  stated  percentage  of  personal 
taxable  income — the  base  on  which  Federal  individual  income  taxes  are  levied. 
In  view  of  budgetary  constraints,  the  revenue  sharing  fund  will  be  limited  to 
$275  million  in  fiscal  1971,  but  will  grow  fairly  rapidly  and  reach  $5  billion 
by  the  mid-'70s. 

— Second,  the  distribution  of  the  fund  among  the  States  will  be  based  on  a 
simple  formula  that  assigns  primary  weight  to  population,  but  also  gives  some 
weight  to  tax  effort. 

— Third,  the  distribution  within  each  State  between  the  State  government  and 
the  localities  will  be  likewise  based  on  a  formula,  so  that  each  unit  of  general 
government  within  a  State  will  be  assured  a  share  that  is  proportionate  to  its 
own  revenues. 

— ^Fourth.  no  program  or  project  restrictions  will  be  placed  on  the  use  of  the 
funds  made  available  by  the  Federal  Govenmient.  Each  State,  county,  city,  or 
town  will  i-ely  on  its  own  judgment,  and  allocate  the  funds  as  it  deems  best. 

Through  revenue  sharing,  we  ai-e  trying  to  deliver  a  portion  of  our  Federal 
assistance  in  a  broader  and  less  conditional  manner.  By  a  direct  distribution  of 
funds  to  our  States  and  localities,  the  Federal  overhead  will  be  eliminated.  By 
including  all  general  governments  on  an  equivalent  basis,  the  arbitrariness  of 
"grantsmanship"  will  be  removed  from  the  process.  Thus,  the  revenue  sharing 
approach  respresents  both  a  quantitative  and  a  qualitative  improvement  in  our 
Federal  aid  system.  The  funds  will  come  not  with  a  list  of  requirements  and 
restrictions,  but  with  a  challenge — ^to  spend  the  money  wisely.  I  think  that  is  a 
healthy  aspect  to  inject  into  our  intergovernmental  relations. 

II.  Capital  finance 

Now  I  would  like  to  move  from  the  State  and  local  current  operating  picture 
to  a  discussion  of  capital  financing.  While  much  of  the  financing  of  State  and 
local  public  facilities  will  come  from  current  revenues,  and  from  Federal  grants 
and  revenue  sharing,  it  seems  likely  that  State.s  and  localities  will  continue  to 
finance  as  much  as  one-half  or  more  of  their  capital  facility  outlays  through 
borrowing. 

I  won't  attempt  to  add  my  guess  to  the  various  projections  which  have  been 
made  for  State  and  local  borrowings  in  the  1970's,  but  I  think  it  reasonable  to 
expect  that  the  annual  growth  in  State  and  local  debt  in  the  1970's  will  not  be 
less  than  the  9-percent  rate  of  growth  in  the  1960's.  Several  factors  support  the 
case  for  an  even  faster  increase  in  municipal  debt — the  current  backlog  of  public 
facilities,  the  great  difficulties  which  States  and  localities  have  in  meeting  capital 
needs  from  their  current  revenues,  and  the  growing  demands  for  borrowing  for 
new  municipal  facilities  for  transportation,  education,  health,  recreation,  and, 
of  course,  pollution  control. 

Yet  we  cannot  expect  the  growth  in  municiijal  debt  to  keep  pace  with  the 
identification  of  new  capital  needs.  We  need  only  look  at  the  1969  exijerience 
in  the  municii>al  market  to  see  how  far  below  exi>ectations  we  sometimes  fall. 
As  the  President  stated  in  his  Environmental  Message  to  the  Congress  of  Feb- 
ruary 10,  when  he  proposed  the  creation  of  an  F^nvironmental  Financing  Authority 
(EFA)  to  help  finance  the  estimated  $6  billion  of  new  municipal  borrowings  for 
waste  treatment  facilities : 

"The  condition  of  the  municipal  bond  market  is  such  that,  in  1969,  509  issues 
totaling  $2.9  billion  proved  unsalable.  If  a  municipality  cannot  sell  waste  treat- 
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ment  plant  construction  bonds,  EFA  will  buy  them  and  will  sell  its  own  bonds 
on  the  taxable  market.  Tlius,  construction  of  pollution  control  facilities  will 
deiJend  not  on  a  community's  credit  rating,  but  on  its  waste  disposal  needs." 

Gross  issues  of  municipal  bonds  were  less  than  $12  billion  in  1969,  compared  to 
over  $16  billion  in  1968,  because  market  interest  rates  were  too  high  and  legal 
interest  rate  ceilings  in  many  States  were  too  low. 

Of  course,  1969  was  an  unusually  bad  year  for  municipal  borrowers  because 
it  was  a  period  of  extremely  tight  money.  Municipal  borrowers  are  particularly 
vulnerable  at  times  of  restrictive  monetary  policy  since  they  have  become  so 
dependent  upon  commercial  bank  purchases  of  their  issues;  bank  investments 
are  necessarily  reduced  when  money  is  tight  and  loan  demands  are  strong.  Banks 
took  about  two-thirds  of  net  municipal  .issues  in  the  1960's  compared  to  only 
one-fourth  in  the  1950's  ;  in  1967  and  1968  bank  acquisitions  accounted  for  nearly 
the  entire  municipal  market.  But  in  1969,  preliminary  figures  show  that  banks 
took  less  than  15  i>ercent  of  net  issues. 

Time  does  not  ijermit  a  thorough  examination  of  the  flow-of-funds  statistics 
and  the  many  complex  factors  which  cloud  the  outlook  for  the  municipal  bond 
market.  There  are  many  pluses  and  many  minuses.  But  a  brief  look  at  some  of 
the  major  factors  suggests  that  States  and  localities  are  going  to  be  hard  pressed 
to  meet  their  growing  credit  demands  at  reasonable  rates  of  interest. 

On  the  tax  front,  municipal  borrowers  will  be  in  a  .stronger  iX)sition  relative 
to  other  borrowers  in  the  1970's  because  the  existing  treatment  of  tax-exempt 
municipal  bond  interest  was  not  changed  by  the  tax  reform  actions  of  the  Con- 
gress in  1969.  Yet,  the  1969  act  also  provided  for  ordinary  income  taxation  of 
earnings  by  banks  and  other  institutions  from  capital  gains  on  securities,  which 
could  prove  to  be  very  costly  to  municipal  borrowers.  Tliat  is,  as  market  interest 
rates  decline — as  they  have  in  recent  months — the  appreciation  in  the  value  of 
outstanding  bonds  will  be  much  less  because  of  the  reduction  in  the  capital  gains 
tax  advantage.  The  consequent  reduction  in  the  demand  for  long-term  securities 
will  be  especially  hard  on  the  municipal  market  because  State  and  local  govern- 
ments, unlike  Federal  agencies,  rely  so  heavily  on  long-term  borrowings. 

The  pressures  on  the  municipal  market  may  be  reduced  somewhat  as  a  larger 
portion  of  State  and  local  needs  is  met  from  Federal  aid  outlays,  including 
revenue  .sharing,  rather  than  from  borrowing.  Federal  aid  has  been  growing 
steadily  as  a  percentage  of  total  State  and  local  revenues,  from  12  i^ercent  in  the 
fiscal  year  1961  to  over  18  i^ercent  estimated  for  fiscal  1970. 

On  the  other  hand,  other  demands  on  Federal  resources  are  also  increasing, 
which  add  to  overall  pressures  on  credit  markets.  In  addition  to  direct  Federal 
budget  outlays,  a  growing  volume  of  private  demands  are  being  met  through 
new  and  expanding  programs  of  Federal  credit  assistance.  The  budget  for  the 
fiscal  year  1971  provides  for  a  decrease  of  $1.2  billion  in  net  borrowing  from  the 
public  by  the  Treasury  and  other  Federal  budget  agencies — which  will  help  to 
relieve  pressures  on  credit  markets — but  there  will  be  added  market  pressures 
in  1971  from  the  estimated  increase  of  over  $20  billion  in  net  borrowings  from 
the  public  by  federally  guaranteed  borrowers  and  by  FNMA.  the  Federal  home 
loan  banks,  and  other  federally  sponsored  credit  agencies.  The  $20  billion  of  net 
l)()rrowings  for  the.se  Federal  credit  programs  in  fiscal  1971  is  one-third  more 
than  the  record  $1."  billion  to  be  rai.sed  for  these  programs  in  fiscal  1970  and 
more  tlian  twice  the  net  annual  Imrrowings  by  States  and  localities  in  recent 
years.  The.se  growing  demands  for  Federal  credit  aid  are  largely  to  assist  hous- 
ing— an  acknowledged  victim  of  tight  money  in  1969.  In  the  fourth  quarter  of 
1969  about  $3  out  of  every  $.")  of  residential  mortgage  credit  was  provided  directly 
by  Federal  and  federally  spon.^-ored  agencies. 

Yet  we  cannot  achieve  our  national  housing  goals  without  at  the  same  time 
providing  the  streets,  sewers,  schools,  transportation,  and  other  public  facilities 
which  must  accompany  new  housing.  Our  concern  with  housing  is  part  of  our 
overall  concern  with  the  (piality  of  our  environment.  Imi)roving  environmental 
quality  clearly  requires  a  balanced  growth  of  both  private  and  public  facilities. 

But  "Where  is  the  money  coming  from?"  Municipal  borrowers,  like  housing 
borrowers,  are  also  hard  hit  by  tight  money.  In  fact,  average  tax-exempt  bond 
yields  increased  much  faster  than  the  yields  on  mortgages  or  corporate  bonds  in 
1969 — rising  from  about  70  percent  of  corporate  yields  in  December  1968  to 
about  85  percent  of  corporate  yields  in  December  1969. 

In  addition  to  the  special  problems  of  municipal  borrowers  during  i>eriods  of 
tight  money,  it  is  difficult  to  be  optimistic  about  the  municipal  bond  market  if 
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State  and  local  debt  is  to  continue  to  grow  at  9  i>ercent  a  year — which  is  clearly 
a  faster  growth  rate  than  we  can  expect  for  the  gross  national  product  or  for 
the  total  flow  of  funds  to  credit  markets. 

The  basic  problem  in  the  municipal  market  is  that  the  structure  is  basically 
wrong.  The  natural  market  for  municipal  bonds  is  the  fast-growing  pension  and 
retirement  funds  and  other  institutional  investors  who  desire  to  maintain  a 
large  percentage  of  their  investments  in  safe,  long  term  securities.  But  these 
institutional  investors  are  exempt  from  Federal  income  taxation,  so  they  have 
no  interest  in  tax-exempt  bonds.  Thus  we  wind  up  selling  municipal  bonds  to 
banks  and  other  high  tax  bracket  investors,  who  are  naturally  interested  in 
maximizing  their  earnings  through  investment  in  shorter  term  and  riskier  instru- 
ments such  as  business  loans  and  stocks.  So  municipal  bond  rates  must  be  more 
competitive  with  the  aftertax  returns  on  stocks  and  business  loans,  if  the  volume 
of  municipal  debt  is  to  keep  pace  with  the  demands  for  public  facilities. 

What  then  can  the  Federal  Government  do  to  help  improve  the  availability  of 
debt  capital  to  States  and  localities? 

Clearly,  the  most  important  action  that  the  Administration  can  take  is  to  con- 
tinue the  overall  fiscal  restraint  necessary  to  curb  inflation  and  inflationary 
expectations,  and  permit  some  easing  in  monetary  restraint,  thus  lowering  the 
general  level  of  interest  rates  and  reducing  the  cost  of  borrowing  to  States  and 
localities.  We  have  already  achieved  a  significant  start  in  this  direction,  with 
declines  thus  far  this  year  in  municipal  bond  rates  of  a  fviU  percentage  point. 
Long-term  municipal  bond  yields  declined  from  a  high  of  about  7  percent  in 
mid-December  1969  to  about  6  percent  in  mid-March. 

Assuming  that  municipalities  continue  to  increase  their  net  borrowings  by  9 
percent  a  year,  State  and  local  debt  will  rise  from  the  current  level  of  about  $140 
billion  to  over  $240  billion  in  1976.  If  we  are  successful  in  curbing  overall 
inflationary  expectations  in  the  economy,  so  that  mimicipal  bond  rates  continue  to 
decline  from  the  7-percent  high  of  last  December  to,  say,  the  4  percent  to  5  percent 
levels  of  1967  and  1968.  the  potential  interest  savings  will  rival  the  estimated  $5 
billion  of  Federal  revenue  sharing  with  the  States  and  localities  in  the  mid-70's. 
That  is,  a  decrease  of  2  percent  to  3  percent  in  the  cost  of  carrying  $240  billion  of 
municipal  debt  will  in  time  permit  interest  savings  to  State  and  local  govern- 
ments of  $4.8  billion  to  $7.2  billion  a  year,  as  the  higher  rate  bonds  are  eventually 
replaced  with  issues  at  the  lower  rates. 

Thus,  returning  the  economy  to  a  more  stable  growth  rate,  which  will  permit 
lower  interest  rates,  must  clearly  be  the  number  one  objective. 

There  have  been  a  number  of  suggestions  that  the  Federal  Grovernment  help 
to  broaden  the  market  for  municipal  securities  through  some  sort  of  a  central 
financing  facility,  such  as  the  Urbank  proposal ;  or  some  form  of  Federal 
guarantee  or  interest  subsidy  on  municipal  bonds  financed  in  the  taxable  bond 
market ;  or  simply  Federal  subsidy  payments  to  retirement  funds  and  other 
tax-exempt  investors  to  induce  them  to  acquire  municipal  bonds.  Yet  a  funda- 
mental objection  raised  to  these  proposals — ^I  think,  understandably — is  that 
they  could  lead  to  greater  Federal  control  over  municipal  borrowings  and  thus 
conflict  with  the  overall  philosophy  of  greater  State  and  local  financial  inde- 
pendence. While  these  proposals  deserve  our  careful  consideration,  I  believe  there 
is  much  we  can  do  in  the  meantime  to  avoid  adding  to  the  pressures  on  the 
municipal  bond  market.  Specifically,  I  refer  to  actions  currently  proposed  by  the 
Administration  to  provide  for  taxable  bond  financing  of  new  municipal  obligations 
generated  in  connection  with  Federal  credit  assistance  programs  for  waste  treat- 
ment facilities  and  for  rural  water  and  sewer  facilities.  Since  these  directly  aided 
programs  will  otherwise  require  direct  Federal  subsidies  and  direct  involvement 
by  the  Federal  Government  with  the  State  and  local  project  agencies,  there  need 
be  no  additional  element  of  Federal  control  accompanying  any  shifting  of  the 
borrowings  from  the  tax-exempt  to  the  taxable  bond  market. 

If,  instead  of  financing  s-onie  of  this  municipal  debt  in  the  taxable  bond  market, 
we  were  to  take  the  alternative  approach  of  Federal  guarantees  of  tax-exempt 
bonds  for  all  new  municipal  borrowings  requiring  Federal  credit  aid,  we  would 
add  to  the  pressures  on  State  and  local  interest  rates.  Since  many  of  these  bonds 
could  not  have  been  issued  without  the  aid  of  the  Federal  guarantee,  the  effect 
of  the  guarantee  would  be  to  add  to  the  total  supply  of  municipal  bonds  and  thus 
to  the  overall  demands  on  the  relatively  narrow  tax-exempt  bond  market. 

The  estimated  $1.9  billion  of  new  federally  supported  public  housing  and  urban 
renewal  borrowings  in  fiscal  1971,  for  example,  may  well  require  about  20  per- 
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cent  of  the  supply  of  funds  available  to  the  municipal  market,  compared  to  only 
about  a  12-pereent  share  taken  by  these  two  programs  in  fiscal  1969.  If  we  also 
offer  Federal  guarantees,  or  debt  service  grants,  on  tax-exempt  bonds  for  mass 
transit,  municipal  airports,  health,  education,  pollution  control,  and  other  new 
public  facility  programs,  it  is  easy  to  see  in  the  not  too  distant  future  that  half 
or  more  of  the  supply  of  funds  to  the  municipal  market  will  be  required  merely 
to  finance  these  Federal  aid  programs.  Also,  with  Federal  guarantees  on  these 
tax-exempt  bonds,  they  would  be  of  higher  investment  quality  than  the  typical 
municipal  i.s.sue,  so  that  States  and  localities  borrowing  on  their  own  and  comi^et- 
ing  with  these  federally  backed  issues  will  surely  have  to  pay  a  significantly 
higher  interest  rate. 

Thus  the  1971  budget  contains  an  Administration  proposal  providing  that  loans 
made  to  rural  communities  by  the  Farmers  Home  Administration  and  then  sold 
by  that  agency  to  private  investors  with  a  Goverimient  guarantee  shall  bear  tax- 
able, rather  than  tax-exempt,  interest.  Under  this  proposal  the  Federal  Govern- 
ment will  pay  a  portion  of  the  interest,  so  that  the  cost  to  the  borrowers  will  be 
more  in  line  with  the  rates  paid  by  municipalities  borrowing  at  tax-exempt  rates. 
The  required  Federal  interest  subsidy  will  involve  no  net  cost  to  the  Treasury, 
as  compared  with  the  alternative  of  tax-exempt  financing,  since  all  of  our  studies 
indicate  that  the  Federal  revenue  loss  from  tax-exempt  interest  is  significantly 
greater  than  the  interest  savings  to  the  borrower  from  the  tax-exempt  feature. 

A  similar  approach  to  this  same  problem  is  the  Environmental  Financing 
Authority  (EFA)  proposed  by  the  President,  which  I  have  already  mentioned. 
Under  the  legislation  submitted  to  the  Congress  by  Secretary  Kennedy  on 
February  10,  EFA  would  stand  ready  to  purchase  the  waste  treatment  bonds  of 
any  public  body  receiving  a  project  grant  from  the  Secretary  of  the  Interior  and 
unable  to  raise  its  share  of  the  project  costs  at  reasonable  interest  rates.  Then 
EPW  will  financL^  these  purchases  by  issuing  its  own  obligations  in  the  taxable 
bond  market. 

These  new  Administration  proposals  will  at  least  reduce  the  volume  of  tax- 
exempt  bonds  stimulated  by  new  Federal  credit  aid  programs  and  will  help 
minimize  new  pressures  on  municipal  intere.st  rates.  Yet  the  basic  problem 
remains.  State  and  local  borrowing  demands  are  growing  fa.ster  than  the  supply 
of  long-term  investment  funds  from  investors  in  high  income  tax  brackets.  The 
price  of  this  imbalance  is  reflected  in  the  interest  rate  on  tax-exempt  bonds.  The 
value  of  tax  exemption  to  each  borrower  declines  as  the  total  volume  of  tax 
exempts  increases. 

Tax-exempt  interest  has  at  times  been  an  effective  means  of  revenue  sharing — 
the  investor  pays  the  tax  to  the  State  or  local  borrower,  by  accepting  a  lower 
interest  rate,  rather  than  to  the  Federal  Government.  But  the  efficiency  of  this 
type  of  revenue  sharing  declines  as  borrowings  increase  and  tax-exempt  rates 
rise  relative  to  taxable  rates. 

III.  A  concluding  note 

To  sum  up,  we  have  only  a  partial  answer  to  our  starting  question,  "Where 
is  the  money  coming  from?"  On  the  current  operating  side  we  are  moving  in  the 
direction  of  an  effective  system  of  revenue  sharing,  rather  than  continued  ex- 
pansion in  the  number  of  narrow,  categorical  grants  in  aid.  We  can  look  for- 
ward to  greater  State  and  local  financial  independence  as  the  amount  of  revenue 
sharing  grows  along  with  the  growth  in  the  economy.  But  on  the  capital  side  we 
do  not  yet  have  the  tools  to  do  the  job.  As  the  volume  of  local  public  facility 
financing  increases,  the  effectiveness  of  tax-exempt  interest  as  a  form  of  revenue 
sharing  decreases.  Unless  a  more  eflficient  tool  is  designed,  we  can  expect  growing 
demands  for  direct  Federal  credit  aid  for  each  high  priority  program.  Will  this 
lead  to  an  expansion  of  credit  program  bureaucracies — as  opposed  to  our  efforts 
toward  streamlining  Federal  financial  assistance  through  revenue  sharing?  If 
so,  it  will  hardly  contribute  to  the  kind  of  healthy  relationship  we  desire  in  our 
intergovernmental  relations. 

What  then  is  the  answer?  I  am  confident  it  must  be  something  other  than  mak- 
ing continued  demands  upon  an  overburdened  tax-exempt  market.  We  will  be 
actively  engaged  in  developing  a  more  effective  alternative  to  that  approach 
during  the  coming  months,  and  I  would  certainly  welcome  the  thoughts  and 
suggestions  of  State  and  local  officials.  To  work  together  toward  more  effective 
solutions  is  just  what  the  President's  New  Federalism  is  all  about.  All  of  us 
have  a  vital  stake  in  coming  up  with  workable  solutions,  so  that  the  needed  ex- 
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pansions  in  our  public  sector  facilities  can  take  place — and  be  financed  in  the 
most  economic  and  eflScient  manner. 


Exhibit  29. — Remarks  by  Assistant  Secretary  Weidenbaum,  August  27,  1969, 
before  the  National  Conference  of  State  Legislative  Leaders,  St.  Louis, 
Missouri,  on  a  new  fiscal  federalism 

When  President  Nixon  first  outlined  the  principles  of  his  domestic  program  on 
April  14,  he  described  one  of  this  country's  more  pressing  needs : 

"If  there  is  one  thing  we  know,  it  is  that  the  Federal  Government  cannot 
solve  all  the  Nation's  problems  by  itself;  yet,  there  has  been  an  over-shift  of 
jurisdiction  and  responsibility  to  the  Federal  Government.  We  must  kindle  a 
new  partnership  between  government  and  people,  and  among  the  various  levels 
of  government." 

The  need  for  such  a  new  partnership  was  never  stronger  than  it  is  today.  The 
evidence  of  "over-shift"  is  readily  apparent.  Just  to  catalog  the  current  domestic 
programs  of  the  Federal  Government  now  requires  a  book  of  more  than  600 
pages. 

In  retrospect,  it  is  quite  clear  that  this  large  flow  of  power  from  the  private 
sector  and  from  the  cities  and  States  to  Washington  did  not  just  happen  of  its 
own  accord.  It  was  induced  initially  by  economic  crises.  It  was  further  stimu- 
lated by  mobilization  for  major  war  and  the  threat  of  major  war.  It  has  been 
accelerated  by  a  variety  of  efforts  of  the  Federal  Government  to  cure  major 
domestic  ills  through  the  power  of  Federal  programs  and  Federal  money. 

Yet  for  all  this  emphasis  on  the  assumed  power  and  influence  of  our  national 
Government,  the  limits  to  its  effectiveness  have  become  all  too  apparent.  Too 
often,  Federal  funds  have  been  wasted  or  used  inefliciently.  Too  often,  a  bounti- 
ful promise  has  been  followed  by  a  lack  of  performance.  Too  often,  the  applica- 
tion of  some  centrally  formulated  regulation  has  failed  to  accommodate  the 
diversity  of  local  situations.  The  result  has  been  some  erosion  of  public  confi- 
dence in  the  Federal  Government's  ability  to  serve  as  a  truly  effective  instru- 
ment of  social  progress. 

State  and  local  governments  are,  in  some  cases,  better  able  to  deal  with  these 
problems.  These  governments  have  also  experienced  rapid  growth.  Indeed,  since 
World  War  II,  their  expenditures,  employment,  and  indebtedness  have  increased 
significantly  faster  than  those  of  the  Federal  Government.  Yet  the  services  the 
public  has  expected  them  to  provide — education,  transportation,  health,  and 
many  more — have  often  been  beyond  the  capacity  of  local  public  resources  to 
finance  and  hence  to  deliver. 

The  Federal  Government  has  not  been  oblivious  to  the  needs  of  State  and  local 
governments.  Federal  grants  in  aid  to  States  and  localities  will  pass  the  $25 
billion  mark  this  fiscal  year — up  from  $7  billion  in  1960.  This  type  of  program  or 
categorical  assistance  has  represented  an  increasing  jwrtion  of  both  total  Federal 
outlays  and  State  and  local  revenues.  But,  too  often,  it  has  also  been  accompanied 
by  an  ever  growing  maze  of  program  restrictions,  formulas,  matching  provisions, 
project  approval  requirements,  and  a  host  and  variety  of  administrative  burdens. 
The  result  has  been  the  creation  of  a  complicated  network  of  intergovernmental 
assistance  efforts  with  many  inefiiciencies  and  unworkable  features. 

This  Administration  intends  to  correct  the  inefiiciencies  and  inflexibilities  of 
the  present  system  while  assisting  the  States  and  localities  in  a  more  substantial 
way  than  in  the  past.  The  need  for  such  assistance  can  be  clearly  demonstrated. 
Public  finance  experts  of  all  political  persuasions  have  noted  that  under  the 
existing  income  tax  structure  Federal  revenues  increase  faster  than  the  national 
economy,  while  Federal  expenditures  for  current  programs  (except  in  wartime) 
are  likely  to  rise  more  slowly.  The  reverse  is  true  for  States  and  localities.  Their 
revenues,  based  heavily  on  sales  and  property  taxes,  do  not  keep  pace  with  the 
rate  of  national  economic  growth.  In  contrast,  their  expenditure  requirements 
for  existing  programs  tend  to  rise  far  more  rapidly.  The  resulting  "fiscal  mis- 
match" of  potential  Federal  surpluses  and  State-local  deficits  is  the  financial 
basis  for  Federal  aid. 

This  is  not  a  partisan  point  that  I  am  making.  The  "fiscal  mismatch"  has  been 
noted  by  analysts  of  all  political  persuasions.  In  preparing  the  Administration's 
revenue-sharing  plan,  we  carefully  reviewed  the  literature  on  the  subject.  I  was 
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personally  struck  by  the  widespread  support  for  introducing  a  new  and  broader 
type  of  Federal  financial  aid  to  State  and  local  governments — support  by  Demo- 
crats as  well  as  Republicans,  liberals  as  well  as  conservatives,  academic  experts 
as  well  as  political  leaders,  and  big  city  dwellers  as  well  as  smalltown  residents. 

The  challenge,  then,  is  to  redesign  our  system  of  intergovernmental  assistance 
to  achieve  the  results  we  all  desire  : 

— a  better  allocation  of  total  public  resources, 

— more  responsiveness  in  public  institutions, 

— more  control  over  local  events  by  local  authorities, 

— greater  program  and  budget  flexibility  for  locally-elected  officials, 

— more  efficient,  less  encumbered  forms  of  Federal  assistance. 

The  President  has  accepted  this  challenge.  On  August  13,  he  proposed  to  the 
Congress  fundamental  revisions  in  both  the  spirit  of  our  intergovernmental  rela- 
tions and  the  substance  of  our  intergovernmental  assistance  system.  As  he  put  it, 
we  are  seeking  to  build  a  "New  Federalism,"  with  a  return  to  the  States,  cities,  and 
counties  of  the  decision-making  power  rightfully  theirs.  At  the  heart  of  this  effort 
is  the  propo.sal  for  sharing  Federal  revenues  with  the  State  and  local  govei-nments. 
Revenue  sharing  can  provide  both  the  encouragement  and  the  resources  for  local 
and  State  officials  to  exercise  leadership  in  solving  their  own  problems. 

I  want  to  take  this  opportunity  to  outline  in  some  detail  the  essential  elements 
of  our  revenue-sliaring  proposal.  I  find  it  most  helpful  to  describe  it  within  the 
framework  of  four  major  questions. 

First,  Jiow  do  ice  determine  the  total  amount  to  be  shared? — We  propose  to  es- 
tablish a  permanent  appropriation,  automatically  determined  each  fiscal  year, 
which  will  provide  revenue-sharing  funds  equal  to  a  stated  i>ercentage  of  personal 
taxable  income — the  base  on  which  Federal  individual  income  taxes  are  levied. 
To  provide  for  an  orderly  phase-in  of  this  program,  the  fiscal  year  1971  percentage 
is  one-sixth  of  1  percent,  (u-  about  .$.100  million.  Subsequent  fiscal  year  percentages 
increase  annually  up  to  a  permanent  1  i>ercent  for  the  fiscal  year  1976  and  there- 
after. On  this  basis,  we  estimate  an  appropriation  for  the  1976  fiscal  year  of  about 
$5  billion.  We  think  that  it  is  important  to  make  a  start  soon,  rather  than  waiting 
until  the  budget  permitted  a  larger  program.  A  .5-y ear-transition  is  a  desirable  ap- 
proach for  a  brand  new  activity. 

Like  most  revenue-sharing  proposals,  our  plan  uses  aggregate  i^ersonal  taxable 
income  as  the  ba.se  for  computing  th'e  .shared  amount.  This  tax  base  has  the  ad- 
vantages of  relative  stability,  .steady  growth,  and  independence  from  tax  rate 
changes.  Furthermore,  it  in.sures  the  taxpayer  that  State  and  local  officials  will 
not  become  advocates  for  higher  Federal  tax  rates  in  order  to  gain  revenue- 
sharing  funds. 

Second,  how  arc  the  funds  distributed  among  the  States? — -We  propose  a  dis- 
tribution based  on  each  State's  share  of  national  population,  adjusted  for  the 
State's  revenue  effort.  The  revenue  effort  adjustment  is  designed  to  provide  the 
States  with  some  incentive  to  maintain,  and  even  expand,  their  efforts  to  use 
their  own  tax  resources  to  meet  their  needs.  Revenue  effort  is  defined  in  the 
customary  fashion — the  ratio  of  total  general  revenues  collected  by  a  State  and 
all  its  local  governmental  units  during  a  given  fiscal  year  to  the  total  personal 
income  of  that  State.  A  simple  adjustment  along  the.se  lines  provides  a  State 
whose  revenue  effort  is  10  percent  above  the  national  average  with  a  10-percent 
bonus  above  its  basic  per  capita  portion  of  revenue  sharing. 

One  important  point  about  revenue  effort  should  be  noted :  It  is  a  relative  and 
not  an  absolute  measure,  since  revenues  collected  are  expressed  as  a  percentage 
of  personal  income  for  each  State.  It  does  not,  therefore,  rewai'd  "wealthy" 
States — that  is,  those  States  with  high  average  income  levels.  Indeed,  some  of 
the  wealthier  States  on  a  per  capita  income  basis  have  relatively  low  revenue 
efforts,  and  some  of  the  poorer  States  have  high  revenue  efforts.  In  a  direct  way, 
the  revenue  effort  provision  rewards  those  States  that  try  harder  to  meet  their 
own  needs  with  their  own  resources. 

The  State-by-State  distribution  is  primarily  determined,  then,  on  a  per  person 
basis,  with  revenue  effort  added  as  a  minor  adjustment.  (To  compute  a  State's 
share  of  the  revenue  sharing  fund,  the  arithmetic  is  quite  straightforward  :  one 
simply  computes  the  product  of  that  State's  population  times  its  revenue  effort 
and  divides  the  result  by  the  sum  of  the  products  so  computed  for  all  50  States 
and  the  District  of  Columbia. ) 

Our  proposal  does  not  contain  a  so-called  equalization  provision,  whereby  low- 
income  States  receive  more  per  person  than  high-income  States.  We  have  found, 
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in  the  course  of  many  discussions  with  State  and  local  officials,  that  variations 
in  State  per  capita  income  are  simply  not  a  good  measure  of  need.  In  fact,  many 
of  our  most  urgent  domestic  problems  are  found  in  the  urban  centers  of  the  States 
with  high  per  capita  income.  Therefore,  we  have  chosen  to  keep  the  distribution 
among  States  as  neutral  as  possible,  basing  it  primarily  on  population. 

Third,  how  are  the  funds  distributed  within  each  State? — Including  local 
governments  in  Federal  revenue  sharing  is  a  relatively  new  idea.  We  spent 
more  time  trying  to  perfect  the  local  "pass-through"  than  on  any  other  part  of 
the  revenue  sharing  plan.  You  cannot  use  a  simple  per  capita  distribution  among 
local  governments  because  of  the  overlapping  jurisdictions  of  cities  and  counties. 
You  cannot  use  a  measure  of  "need"  because  there  are  no  adequate  statistics  on 
income  levels  by  city  and  county. 

This  is  the  approach  that  we  did  come  up  with :  We  propose  that  each  State 
share  a  given  proportion  of  these  funds  with  its  local  governments.  The  alloca- 
tion of  a  State's  payment  among  its  local  governments  is  carefully  prescribed 
by  formula.  First,  the  total  proportion  which  a  State  shares  with  its  local  gov- 
ernments corresponds  to  the  ratio  of  general  revenues  raised  by  these  local 
governments  to  the  combined  total  of  revenues  raised  by  the  State  and  all  its 
units  of  local  government.  Second,  the  proportion  of  this  local  share  which  an 
individual  unit  of  general  government  receives  corresponds  to  the  ratio  of  its 
own  general  revenues  to  total  general  revenues  raised  by  all  general  purpose 
local  governments  in  the  State. 

There  are  some  features  of  this  local  distribution  which  deserve  emphasis. 
For  one,  we  are  proposing  to  share  revenues  with  all  general  purpose  local 
governments — cities,  towns,  and  counties — and  only  general  purpose  local  gov- 
ernments. There  is  no  minimum  size  requirement  for  a  locality  to  participate,  and 
no  special  or  school  districts  are  eligible  for  direct  sharing.  These  features  are 
fully  consistent  with  the  spirit  of  the  New  Federalism  and  the  purposes  of 
revenue  sharing.  That  is,  all  general  governments  should  be  included,  and  no 
program  or  project  restrictions  should  be  placed  on  the  funds.  To  have  distributed 
dollars  directly  to  fire  districts,  or  school  districts,  or  drainage  districts  would 
have  amounted  to  widespread  earmarking  of  substantial  funds  for  specific  pro- 
grams. Our  desire  is  to  avoid  that  and  to  leave  such  budget  allocation  decisions 
up  to  the  responsible  State  and  local  officials. 

It  may  be  useful  to  analyze  how  the  local  pass-through  would  operate.  Limiting 
eligibility  to  general  purpose  local  governments  has  an  important  impact  on  the 
other  key  feature  of  the  local  distribution  formula — allocation  of  funds  on  the 
basis  of  general  revenues  raised.  A  distribution  based  on  revenues  raised  has 
several  important  advantages  :  it  makes  allowance  for  State-by-State  variations  : 
it  tends  to  be  neutral  with  respect  to  the  current  relative  fiscal  importance  of 
State  and  local  governments  in  each  State :  and  it  provides  a  method  for  allocat- 
ing among  governmental  units  with  overlapping  jurisdictions.  By  sharing  funds 
only  with  municipalities,  counties,  and  townships,  the  State  government  portion 
of  revenue  sharing  is  enlarged  by  the  relative  proportion  of  special  and  school 
district  revenues  to  total  revenues. 

This  result  has  a  direct  effect  on  potential  State  and  local  allocations  of 
revenue  sharing  funds  to  particular  programs  and  projects.  In  those  areas  where 
the  functions  elsewhere  performed  by  a  special  purpose  district  or  a  school  district 
are  carried  on  directly  by  a  general  purpose  government,  then  that  government's 
portion  of  revenue  sharing  will  be  enlarged  by  the  proportion  of  its  revenues 
that  it  raises  for  such  functions.  Therefore,  those  officials  responsible  for  manag- 
ing and  administering  the  special  functions  involved  will  look  to  the  general 
purpose  local  government  for  any  additional  funds.  On  the  other  hand,  if  a  special 
purpose  or  school  district  exists  independent  of  the  local  government,  then  the 
State  government's  portion  of  revenue  sharing  will  be  enlarged  by  the  proportion 
of  total  revenues  that  are  raised  by  these  districts.  In  these  cases,  the  officials 
responsible  for  managing  and  administering  such  district  will  look  to  the  State 
government  for  additional  assistance.  By  this  distribution  procedure,  the  Federal 
revenue  sharing  program  avoids  directing  or  influencing  the  allocation  of  funds 
to  particular  governmental  functions.  Such  allocation  decisions  will  be  made  by 
State  and  local  officials  in  re.«:ponse  to  the  needs  of  their  jurisdiction. 

There  is  another  important  point  which  should  be  made  regarding  the 
allocation  of  funds  on  the  basis  of  revenues  raised.  Some  observers  have 
jumped  to  the  conclusion  that  such  a  distribution  procedure  rewards  the  wealthy 
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suburb  at  the  expense  of  the  central  city.  This  is  simply  not  a  valid  generaliza- 
tion. Revenue-sharing  funds  go  to  local  governments  in  proportion  to  their 
share  of  general  revenues  raised,  not  in  relation  to  the  income  level  of  their 
residents.  We  are  unable  to  find  evidence  to  support  a  contention  that  suburban 
governments  raise  more  revenues  per  capita  than  urban  governments.  In  fact, 
the  reverse  is  true  in  many  specific  instances.  For  example,  New  York  City  raised 
$404.81  per  capita  in  general  revenues  in  1967-68  (the  latest  figures  available), 
while  New  Rochelle  raised  $152.55  and  Mount  Vernon  $121.89.  For  all  cities  of 
1  million  or  more,  the  average  per  capita  revenues  were  $255.95,  compared  to 
$78.74  for  cities  with  population  of  less  than  50,000. 

One  final  point  about  our  proposal  for  distribution  of  funds  within  each  State 
deserves  mention.  In  order  to  provide  local  flexibility,  we  will  permit  a  State — 
working  with  its  local  governments — the  option  of  developing  an  alternative 
distribution  plan.  Any  alternative  plan,  however,  must  receive  sufficient  support 
from  both  the  State  and  the  local  governments,  large  and  small. 

The  fourth  major  question  is:  What  restrictions  or  qualifications  are  imposed 
on  the  use  of  revenue-sharing  funds? — I  have  already  expressed  our  determina- 
tion that  these  funds  should  have  no  program  or  project  "strings"  connected  with 
their  vise.  A  fundamental  purpo.se  of  revenue  sharing  is  to  permit  local  authorities 
the  programing  flexibility  to  make  their  own  budget  allocation  decisions.  This 
purpose  is  basic  to  the  spirit  of  the  New  Federalism :  a  return  to  the  States  and 
localities  of  their  rightful  powers  and  responsibilities. 

The  requirements  we  propose  are  minimal:  (1)  that  the  States  carry  out  the 
requirement  to  share  funds  with  their  local  governments;  (2)  that  this  local 
sharing  be  in  addition  to  current  sharing  efforts;  and  (3)  that  all  recipient 
governments  provide  a  reasonable  amount  of  information  reporting  to  the 
Treasury  Department  for  the  funds  they  receive. 

We  welcome  the  thoughts  of  State  and  local  governments  on  how  best  to 
implement  these  general  concepts.  We  have  had  the  benefit  of  numerous  helpful 
suggestions  from  governors,  mayors,  county  executives,  legislators,  academic 
experts,  and  other  interested  parties.  In  preparing  this  specific  proposal,  we 
have  attempted  both  to  draw  on  past  efforts  and  to  go  beyond  them. 

I  believe  that  the  Administration's  revenue-sharing  plan  contains  several 
important  improvements  over  .some  of  the  earlier  proposals:  (1)  it  includes  local 
as  well  as  State  governments,  and  (2)  it  leaves  to  the  State  and  local  govern- 
ments the  decision  as  to  how  to  allocate  the  funds  among  programs  and  activities. 
However,  we  claim  no  monopoly  on  wisdom.  We  welcome  further  suggestions 
and  advice. 

I  would  like  to  conclude  by  citing  what  I  believe  are  the  most  advantageous 
characteristics  of  the  Administration's  revenue-sharing  plan. 

— It  is  simple.  No  new  Federal  bureau  or  agency  is  needed ;  the  funds  are 
distributed  on  the  basis  of  readily  available  objective  statistics,  as  clearly 
specified  in  the  plan.  None  of  the  Federal  revenue-sharing  money  is  to  be  used 
for  "overhead"  or  other  expenses  by  the  Federal  Government. 

— It  is  automatic.  State  and  local  governments  can  count  on  the  funds  in  their 
own  fiscal  planning.  The  money  for  revenue  sharing  is  automatically  available 
each  year  and  is  geared  to  the  growing  i^ersonal  income  tax  base  of  the  Nation. 

— It  is  fair.  The  funds  go  to  every  State,  every  city,  and  every  county  in  the 
Nation.  All  areas  are  included — urban  and  rural,  large  and  small,  rich  and  poor, 
industrialized  and  agricultural. 

— It  has  no  strings.  The  State  and  local  governments  are  free  to  exercise  their 
discretion  over  the  use  of  the  funds.  Decisionmaking  authority,  as  well  as  money, 
is  returned  to  State  and  local  governments. 

— It  is  neutral.  The  State-by-State  distribution  is  based  primarily  on  where 
people  reside.  The  allocation  among  governments  within  a  State  is  based  on  the 
existing  distribution  of  financial  responsibilities  among  the  various  units  of 
government,  as  decided  in  each  area. 

President  Nixon's  call  last  April  for  a  new  partnership  among  the  various 
ievels  of  government  has  received  an  enthusiastic  response  from  many  quarters. 
Revenue  sharing  is  an  integral  part  of  such  a  partnership.  It  is  a  program  which 
has  long  enjoyed  bipartisan  professional  and  political  support.  That  is  the 
measure  of  its  merit.  Its  enactment  will  represent  an  important  step  toward 
establishing  a  more  effective  and  better  working  Federal  system  of  Government. 
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Exhibit  30.— Remarks  by  Assistant  Secretary  Weidenbaum,  May  18,  1970,  before 
the  Chemical  Forum,  Washington,  on  the  progress  of  revenue  sharing 

It  has  just  about  been  1  year  since  the  Administration's  Committee  on  Revenue 
Sharing  started  functioning.  As  chairman  of  the  committee,  I  believe  that  it  is  in 
order  for  me  to  present  a  progress  report,  indicating  both  accomplishments  to 
date  as  well  as  future  activities. 

It  certainly  is  premature  to  start  crowing ;  but  as  I  look  back,  I  find  that  we 
have  come  a  very  long  way  in  the  past  1  year.  As  you  may  know,  revenue  sharing 
has  a  fairly  extended  history.  For  many  years,  economists  in  universities  and 
research  institutions  have  been  developing  different  types  of  plans  whereby  the 
Federal  Government  can  share  a  portion  of  its  financial  resources  with  the 
States  and  with  local  governments.  Also,  numerous  bills  have  been  introduced 
in  both  Houses  of  the  Congress,  by  Democrats  and  Republicans,  liberals  and 
conservatives,  by  men  and  women  from  every  region  of  this  Nation. 

However,  until  this  past  year,  the  prospects  for  any  action  were  poor,  for  two 
reasons.  First  of  all,  there  was  no  agreement  on  what  specific  form  revenue 
sharing  should  take.  There  were  dozens  of  different  proposals,  each  with  some 
merit  but  with  no  common  focus.  Moreover,  no  Administration  in  Washington — 
and  certainly  no  President  of  the  United  States — had  come  out  in  support  of 
the  general  idea  of  revenue  sharing,  much  less  in  favor  of  any  specific  approach. 

As  you  know,  both  of  these  obstacles  were  overcome,  and  I  might  add,  ahead 
of  our  original  schedule.  As  I  reflect  on  it,  our  approach  was  quite  simple  and 
straightforward.  Last  summer,  the  President  called  into  the  White  House  a 
representative  and  bipartisan  group  of  governors,  mayors,  and  county  officials 
to  assist  us  in  developing  the  Administration's  revenue-sharing  approach. 

Thus,  the  approach  that  we  came  up  with  was  not  imposed  unilaterally  but 
was  the  result  of  a  joint  effort  by  Federal,  State,  and  local  elected  government 
oflScials.  One  of  the  key  participants,  Governor  Daniel  Evans  of  Washington, 
described  the  meeting  as  follows  : 

"There  was  remarkable  agreenif^Tit  among  those  attending  this  meeting  over 
the  principles  which  should  be  embodied  in  a  revenue-sharing  proix)sal.  This 
agreement  represents  a  hallmark  in  new  governmental  relations." 
That  effort  resulted  in  agreement  on  what  have  come  to  be  the  basic  principles 
of  revenue  sharing : 

1.  An  automatic  distribution  each  year  of  a  designated  portion  of  Federal 
revenues,  based  on  objective  criteria  spelled  out  in  law. 

2.  An  equitable  sharing  of  the  money  among  State  and  local  governments,  also 
spelled  out  in  clear  formulas  contained  in  Federal  law. 

3.  No  "strings"  or  restrictions  on  the  use  of  the  money.  In  effect,  the  funds 
become  State  and  local  money,  which  they  caji  spend  for  any  lawful  purpose,  as 
they  see  fit,  with  the  same  discretion  that  they  spend  their  own  money. 

4.  Inclusion  of  all  general  purpose  local  governments,  regardless  of  size  or 
location.  Many  of  the  earlier  plans  omitted  local  governments  or  only  included 
the  largest  ones.  Thus,  the  intention  was  clear ;  revenue  sharing  was  going  to 
be  a  fair,  equitable,  and  broadly  based  method  of  providing  a  portion  of  the 
Federal  tax  base  to  help  State  and  local  governments  meet  their  urgent 
problems. 

Indeed,  there  were  two  fundamental  differences  from  any  other  Federal  pro- 
gram:  (1)  not  just  the  expenditure  of  money  was  being  decentralized,  but  the 
decisionmaking  power  over  its  use,  in  an  effort  to  strengthen  our  Federal  form 
of  government,  and  (2)  by  providing  for  an  automatic  operation,  no  new 
Federal  overhead  function  was  being  set  up ;  100  percent  of  the  revenue-sharing 
fund  was  going  to  be  disbursed  to  State  and  local  governments. 

It  was  this  commonly  agreed  upon  approach  that  President  Nixon  presented  in 
his  Message  to  the  Congress  of  August  14.  1969,  the  first  Presidential  revenue- 
sharing  message,  certainly  since  Thomas  Jefferson's  second  inaugural  address. 
The  reaction  was  strikingly  good. 

The  Baltimore  Sun  called  it  "a  bold  and  broad-visioned  proix)sal."  Business 
Week  labeled  it  a  "comi)elling  idea,"  and  The  New  York  Times  stated  that  it 
"marks  a  turning  point  not  only  in  fiscal  policy  but  in  the  whole  relationship  of 
Federal,  State,  and  local  government." 

Perhaps  that  was  not  too  surprising  in  view  of  the  fact  that  the  Gallup  Poll 
consistently  has  reported  strong  approval  of  the  approach  to  revenue  sharing 
which  has  been  adopted  by  this  Administration.  In  May  1969,  the  Gallup  Poll 
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showed  71  percent  in  favor  of  having  a  percentage  of  Federal  income  taxes  re- 
turned to  State  and  local  governments  for  use  as  they  see  fit. 

This  approach  to  revenue  sharing  has  now  been  enthusiastically  endorsed  by 
the  National  Governors'  Conference,  the  U.  S.  Conference  of  Mayors,  the  National 
League  of  Cities,  the  National  Association  of  Counties,  the  National  Legislative 
Conference  of  State  Officials,  and  by  State  and  local  leaders  in  every  part  of  this 
Nation. 

The  governors  endorsed  revenue  sharing  with  the  following  language  : 

"The  National  Governors'  Conference  has  supported  by  resolution  since  1965 
the  concept  of  revenue  sharing  as  vital  to  the  continuation  of  a  strong  Federal 
system  *  *  *.  The  Nation's  governors  stand  ready  to  work  with  you  closely  and 
responsibly  to  achieve  this  vital  result  *  *  *." 

In  a  joint  statement,  the  National  League  of  Cities  and  the  Conference  of 
Mayors  declared  when  they  "enthusiastically  welcomed"  the  Administration  bill : 

"  *  *  *  it  is  vitally  important  to  establish  the  principle  of  revenue  sharing  at 
the  earliest  possible  moment  so  that  steps  will  be  triggered  to  begin  the  long,  hard 
struggle  to  restore  balance  to  our  Federal  system." 

The  counties  echoed  the  sentiment  expressed  by  the  State  and  city  governmeJits  : 

"We  are  pleased  that  the  Administrations'  bill  has  the  general  wholehearted 
support  of  the  Nation's  mayors  and  governors.  Certainly,  all  must  enthusiastically 
concur  witli  the  President  when  he  states  that  one  cf  the  purposes  behind  Federal 
revenue  sharing  will  be  a  'new  emphasis  on  and  help  for  local  responsiveness, 
and  to  provide  both  encouragement  and  the  necessary  resources  for  local  and 
state  officials  to  exercise  leadership  in  solving  their  own  problems.' 

"The  National  Association  of  Counties  pledges  its  wholehearted  and  enthusi- 
astic supiwrt  for  this  much  needed  harbinger  of  a  basic  change  in  our  concepts 
of  federalism." 

My  colleagues  and  I  have  been  devoting  a  major  part  of  our  energies  to  explain- 
ing how  revenue  sharing  will  work  to  the  many,  many  groups  that  have  invited 
us  to  meet  with  them.  I  am  pleased  to  report  that  the  response  has  been  over- 
whelmingly favorable,  varying  from  carefully  considered  support  to  that  en- 
thusiasm that  warms  the  heart. 

Certainly  the  variety  of  groups  that  we  have  met  with  is  impressive  itself — 
varying  from  national  conventions  of  thousands  of  delegates  from  all  over  the 
country  to  statewide  meetings  to  civic  groups  in  a  single  city.  The  support  for 
revenue  sharing  has  come  from  every  region  of  this  Nation,  from  every  size  of 
community,  and  from  every  type  of  organization. 

Of  the  many  hundreds  of  letters  that  the  Treasury  has  received  on  revenue 
sharing,  it  is  hard  for  me  to  recall  more  than  one  or  two  unfavorable  ones.  I 
cannot  think  of  any  other  proposal  that  has  engendered  such  a  favorable  ratio 
of  response. 

The  many  thousands  of  miles  that  I  have  traveled  during  the  i>ast  year  and 
the  literally  tens  of  thousands  of  fellow  citizens  that  I  have  talked  to  on  revenue 
sharing  have  fully  convinced  me  that  this  is  a  real  need  of  our  country,  that 
this  is  an  idea  that  when  thought  through  appeals  to  Americans  of  all  political 
persuasions  and  all  walks  of  life. 

Well,  then,  if  the  support  is  so  broadly  based,  why  hasn't  revenue  sharing 
been  enacted  into  law  ?  This  is  a  question  that  I  frequently  get,  whether  I  am 
lecturing  on  the  subject  at  our  colleges  and  universities  or  meeting  with  civic 
groups  or  addressing  audiences  of  business  or  professional  men  and  women.  My 
response  is  usually  along  the  following  lines. 

Despite  its  academic  pedigree,  revenue  sharing  is  a  relatively  new  idea.  It 
takes  time  for  new  ideas,  no  matter  how  praiseworthy,  to  be  enacted  into  law. 
Certainly,  the  initial  congressional  response  was  quite  good.  The  revenue-sharing 
bill  that  our  Committee  drafted  was  introduced  in  the  Senate  by  Senator  Howard 
Baker  of  Tennessee  and  32  other  Senators,  and  referred  to  the  Committee  on 
Finance.  In  the  House  of  Representatives,  the  bill  was  introduced  by  Representa- 
tive Jackson  Betts  of  Oliio  and  S7  other  congressmen  and  referred  to  the  Com- 
mittee on  Ways  and  Means. 

One  indication  of  the  congressional  interest  and  reaction  is  the  numerous  state- 
ments on  revenue  sharing  which  have  been  inserted  in  the  Congressional  Record 
during  the  past  year.  They  virtually  all  have  been  favorable. 

Well,  then,  if  the  level  of  congressional  as  well  as  public  sxipport  and  interest 
is  so  high,  what  is  holding  it  up?  At  this  point,  I  usuially  start  to  explain  how 
the  Government  is  organized  and,  particularly  the  way  in  which  the  Congress 
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functions.  The  fact  of  the  matter  is  that  the  committees  to  which  the  revenue 
sharing  bills  have  been  assigned  have  not  yet  held  hearings. 

Of  course,  this  can  be  discouraging,  particularly  to  many  of  our  young  people 
who  do  not  hesitate  to  needle  me  on  the  responsiveness  of  our  institutions 
to  the  problems  that  we  face.  I  am  not  sure  that  my  response  is  altogether  satis- 
fying to  them,  but  I  point  out  the  need  for  patience  coupled  with  persistency  and 
persieverance.  And  let  me  assure  you  that  we  will  persist  and  we  will  persevere 
until  revenue  sharing  becomes  a  reality.  I  am  pleased  to  re]X)rt  that  several 
members  of  the  Ways  and  Means  Committee  have  endorsed  revenue  sharing 
with  enthusiasm. 

One  of  the  most  heartening  developments  that  I  have  witnessed  is  the  rising 
efforts  on  the  part  of  State,  local,  and  private  citizen  groups  to  promote  revenue 
sharing.  In  recent  weeks,  the  national  associations  representing  the  goi^ernors, 
mayors,  and  county  officials  held  an  unprecedented  joint  press  conference  in 
Washington  with  a  single  subject  and  a  single  purpose :  to  urge  the  Congress  to 
enact  revenue  sharing  as  promptly  as  possible. 

Let  me  quote  from  a  joint  statement  issued  last  month  by  the  head  of  the 
Governors'  Conference  (Governor  Love  of  Colorado),  the  head  of  the  National 
League  of  Cities  (Mayor  Curran  of  San  Diego),  the  head  of  the  Conference  of 
Mayors  (Mayor  Maltester  of  San  Leandro),  and  the  head  of  the  National 
Association  of  Counties  (Judge  Fowler  of  Shelby  County,  Alabama)  : 

"Officials  of  State  .and  local  government  join  in  expressing  a  most  urgent  need 
for  congressional  action  on  Federal  revenue-sharing  measures  this  year.  Our 
intergovernmental  fiscal  system  is  in  serious  structural  jeopardy.  As  a  Nation, 
we  are  no  longer  able  to  produce  adequate  revenue  from  existing  State  and  local 
fiscal  sources  to  meet  the  cost  of  overwhelming  program  and  .service  responsibil- 
ities at  these  levels.  We  view  revenue  sharing — the  federalization  of  the  Federal 
Government's  personal  income  tax  base — as  a  far  reaching  and  imperative  struc- 
tural change  to  bring  direly  needed  relief  to  this  fiscal  condition." 

Let  me  repeat  what  I  consider  to  be  their  key  words :  "urgent",  "imperative", 
"direly  needed." 

Revenue  sharing  is  the  Treasury  Department's  number  one  legislative  item  for 
1970,  just  as  tax  reform  was  our  highest  priority  effort  last  year.  I  can  assure  you 
that  you  will  be  hearing  much  more  about  this  basic  part  of  the  Nixon  Adminis- 
tration's New  Federalism  during  the  rest  of  1970. 

Personally,  I  am  convinced  that  it  is  just  a  matter  of  time  until  a  program 
with  the  strong  and  widely-based  public  saipport  that  revenue  sharing  has  ob- 
tained will  ultimately  be  adopted.  Of  course,  the  sooner  the  better,  but  mine  is 
a  counsel  of  patience  and  perseverance.  We  have  come  a  long  way  since  President 
Jefferson  first  urged  in  1803  that  Federal  revenue  be  utilized  for  "a  just  repara- 
tion among  the  States  *  *  *  applied  *  *  *  to  rivers,  canals,  roads,  arts,  manu- 
factures, education,  and  other  great  objects  within  each  State." 


Law  Enforcement  Developments 

Exhibit  31. — Remarks  by  Assistant  Secretary  Rossides,  April  16,  1970,  before 
the  76th  Anniversary  banquet  of  the  Bronx  Board  of  Trade  and  Chamber  of 
Commerce,  Bronx,  New  York,  on  President  Nixon's  antiheroin  action  program 

I  would  like  to  discuss  with  you  tonight  President  Nixon's  action  program  to 
curtail  the  flow  of  heroin  into  the  United  States,  to  curtail  its  use  in  the  United 
States,  and  Treasury's  role  in  this  program. 

The  antiheroin  program  is  a  major  imrt  of  the  overall  antidrug  abuse  program 
of  this  Administration.  The  problem  of  drug  abuse  and  particularly  heroin 
abuse  was  not  created  overnight,  and  it  will  not  be  cured  overnight.  The  drug 
problem  of  the  1950"s  became  the  drug  crisis  of  the  1960's.  It  will  take  hard  work 
and  cooperative  effort  in  the  1970's  by  many  groups  on  the  Federal,  State,  and 
local  levels  to  win  this  battle.  I  bring  you  a  message  of  hope  tonight  but  also  a 
message  of  hard  work  ahead  for  all  of  us. 

President  Nixon  recognized  the  problem  during  his  campaign  for  the  Presidency 
in  a  statement  that  he  made  at  Anaheim,  California,  on  September  16,  1968.  In 
that  statement,  the  President  said  : 

"Four  weeks  ago,  after  the  convention  at  Miami  Beach,  I  came  out  to  Mission 
Bay  to  rest  and  to  work.  When  I  was  there,  a  letter  was  delivered  to  me  from  a 
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lO-year-old  girl.  She  described  to  me  her  involvement  with  narcotics  from  the 
time  slie  was  16  years  old  :  she  told  me  how  many  of  her  teen-age  friends  had  also 
become  hooked  on  drugs ;  she  gave  the  details  of  the  horrible  life  they  led,  and 
the  gruesome  things  they  did  to  support  their  habit.  She  asked  me  what  I  could 
do  to  help  her  generation,  and  because  she  was  still  on  drugs  she  never  signed  her 
name. 

"This  was  not  some  statistic  that  sent  me  this  letter.  It  was  a  human  being, 
someone's  daughter — and  in  a  letter  like  this  the  evil  of  narcotics  comes  through 
a  good  deal  clearer  than  it  does  from  reading  statistics  or  a  local  newspaper. 

"I  don't  have  to  tell  you  this  story,  many  of  you  are  aware  of  the  wholesale 
destruction  of  lives  within  your  own  area."  *  *  * 

"Let  us  begin  to  face  facts — and  to  act  upon  that  knowledge.  Narcotics  are  the 
modern  curse  of  American  youth.  Just  like  the  plagues  and  epidemics  of  former 
years,  these  drugs  are  decimating  a  generation  of  Americans." 

How  many  of  you  know  people  in  your  neighborhoods,  perhaps  on  your  street 
or  perhaps  in  your  family,  who  have  become  victims  of  drugs? 

That  young  girl  asked  what  the  President  <?ould  do  to  help  her  generation. 

The  President  has  acted  on  several  fronts : 

First,  he  has  elevated  the  drug  problem  to  the  foreign  policy  level  and,  indeed, 
to  the  level  of  i>ersonal  Pre.sidential  initiatives  in  foreign  policy. 

.Scco/irf,  he  has  stre.ssed  the  role  of  education,  research  and  rehabilitation  and 
provided  for  increased  funds  and  emphasis  in  these  essential  areas. 

Third,  he  has  recommended  differentiation  in  the  criminal  penalty  structure 
between  heroin  and  marijuana. 

Fourth,  he  has  provided  a  substantial  increase  in  budgetary  support  for  law 
enforcement  in  this  area. 

Fifth,  he  has  stressed  the  need  for  cooperation  with  the  States  and  the  involve- 
ment of  the  private  sector. 

In  short,  the  President  has  highlighted  the  multidimensional  asi)ects  of  the 
problem  and  has  moved  on  many  fronts,  both  governmental  and  nongovernimental, 
to  meet  a  problem  of  crisis  dimensions. 

For  the  fir.st  time  in  history,  we  .see  not  only  the  total  involvement  of  the 
institution  of  the  Presidency  in  the  battle  against  drug  abuse,  but  also  the  personal 
involvement  of  the  President  himself. 

Foreign  policy 

President  Nixon  has  made  the  drug  problem  a  foreign  policy  issue  and  has 
taken  personal  initiatives  in  eliciting  the  cooperation  of  the  governments  of 
Turkey,  Mexico,  and  France. 

Once  President  Nixon  had  raised  drug  abuse  to  the  foreign  policy  level,  the 
Department  of  State,  as  the  primary  representative  for  communicating  to  foreign 
governments  the  vital  intere.st.s  of  the  United  States,  became  responsible  for  doing 
everything  necessary  to  advance  our  drug  abuse  policy  through  diplomacy- 
Secretary  of  State  William  P.  Rogers  has  given  high  priority  and  personal 
leadership  to  the  State  Department's  efforts  in  this  area.  Last  year,  he  apix>inted 
a  senior  Foreign  Service  Officer  as  his  Si>ecial  Assi.stant  for  Narcotic  Matters  in 
order  to  better  coordinate  and  push  forward  the  various  elements  of  the  campaign 
against  narcotics  which  have  foreign  relations  implications. 

This  new  role  of  the  State  Dei>artment  in  the  Administration'.s  war  on  narcotics 
has  had  a  unique  and  immediate  impact.  In  the  past,  tiie  primary  contact  with 
foreign  governments  in  this  area  had  been  almost  exclusively  limited  to  the 
enforcement  level.  Through  the  use  of  diplomacy,  however,  we  have,  in  my  judg- 
ment, achieved  a  substantial  advance  in  our  objectives.  As  Under  Secretary  of 
State  Elliot  Richardson  observed  recently  : 

"We  have  made  processing  and  producing  nations  aware  of  the  terror  drugs 
have  brought  to  our  .society.  We  have  stres.sed  that  what  has  haijpened  here  can 
happen  to  them. 

"Diplomacy  is  *  *  *  a  means  of  achieving  national  objectives.  In  the  case  of 
narcotics  I  believe  we  have  succes.sfully  employed  it  to  transmit  our  sense  of 
urgency  to  *  *  *  [Turkey,  Mexico,  and  France]  so  that,  even  though  their  own 
immediate  interest  in  tighter  measures  of  control  is  a  good  deal  less  acute  than 
our  own,  they  are  moving  ahead  with  encouraging  si^eed." 

Our  first,  and  to  date  most  fruitful  diplomatic  advance,  was  made  with  the 
Government  of  Mexico.  It  is  estimated  that  15  percent  of  the  heroin  aiKl  85  per- 
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cent  of  the  high-ix)tency  marijuana  consumed  in  the  United  States  is  illegally- 
grown  and  refined  in  Mexico  and  smuggled  into  the  United  State's. 

Operation  Cooperation,  the  successor  to  Operation  Intercept,  has  led  to  a 
meaningful  working  relationship  between  the  two  governments  in  the  area  of 
opium  poppy  and  marijuana  eradication  and  smuggling  suppression.  Our  very 
able  Ambas-sador  to  Mexico,  Robert  McBride,  has  the  drug  problem  on  the  top 
of  his  priority  list.  I  predict  that  the  two  governments  will  be  working  together 
in  ever-increasing  harmony  and  effectiveness. 

It  is  estimated  that  80  percent  of  the  heroin  entering  the  United  States  an- 
nually originates  in  Turkey.  That  is  why,  as  Mr.  Richardson  said.  "Turkey  lias 
figured  so  prominently  in  our  diplomatic  activities  on  narcotics."  Our  efforts 
have  been  aimed  at  helping  the  Government  of  Turkey  bring  the  illicit  opium 
traflBc  completely  under  control.  We  are  in  the  advanced  stages  of  negotiations 
with  the  appropriate  levels  of  the  Turkish  Government.  Our  Ambassador  to 
Turkey.  William  Handley,  also  has  the  heroin  problem  at  the  top  of  his  priority 
list. 

Our  diplomatic  efforts  with  the  Government  of  France  liave  also  been  helpful. 
France  has  become  concerned  with  its  own  increasingly  serious  heroin  problem 
and  has  launched  a  major  drive  against  the  operators  of  clandestine  heroin 
production  laboratories  operated  on  her  soil,  often  by  foreign  traffickers. 

Research 

The  national  dialogue  on  drug  abuse  has  demonstrated  that  our  knowledge  of 
many  of  the  most  abused  drugs  is  far  from  adequate.  Little  is  known,  for  ex- 
ample, of  the  long-range  effects  of  the  continued  use  of  marijuana  and  tlie  vastly 
more  powerful  LSD.  We  do  know  that  there  are  no  known  beneficial  effects,  and 
that  both  can  induce  psychological  dependency  and  loss  of  goal  orientation.  Far 
more  must  be  known,  however,  about  LSD  and  marijuana  if  we  are  to  prevent 
their  use  through  persuasion. 

In  this  connection,  the  outstanding  contribution  of  Dr.  Stanley  Yolles.  Director 
of  the  National  Institute  of  Mental  Health  of  HEW.  to  the  Administration's 
program,  should  be  noted.  It  is  under  Dr.  Yolles'  auspices  that  the  bulk  of  the 
research  sought  by  the  President  will  be  accomplished. 

DiflFerentiation  in  penalty  structure  between  heroin  and  marijuana 

But  Dr.  Yolles  has  already  made  his  mark.  It  was  his  cogent  and  articulate 
testimony  which  laid  the  groundwork  for  tlie  Administration's  decision  to  reverse 
the  traditional  approach  to  marijuana  by  differentiating  in  the  penalty  structure 
between  heroin,  a  true  narcotic,  and  marijuana,  an  hallucinogen.  Both  are  treated 
the  same  under  present  Federal  law.  The  President's  decision  to  seek  revised 
penalties  for  marijuana  violations  has  gone  far  toward  achieving  another  Ad- 
ministration goal :  credibility  with  the  young. 

Education 

The  drug  abuse  problem  is  one  of  both  supply  and  demand,  and  President 
Nixon's  respon.se  has  been  guided  accordingly.  While  we  are  battling  to  eliminate 
the  supply  at  the  source  and  to  stop  the  smuggling  of  illicit  drugs  into  the 
United  States,  the  goal  of  eliminating  the  demand  for  drugs  among  our  young 
is,  in  my  judgment,  also  central  to  success. 

The  key  to  eliminating  the  demand  for  drugs  lies  in  education.  President 
Nixon  is  convinced  that  much  of  our  problem  is  attributable  to  the  mass  of  mis- 
information and  street  corner  mythology  which  has  filled  the  vacuum  left  by  our 
failure  in  the  past  to  deal  with  the  young  on  a  mature,  reasoned  and  factual 
basis.  In  the  past,  government  took  the  easy  but  ineffective  route  of  "do  as  I  say 
because  I  say  so"  rather  than  the  more  difficult  route  of  clearly  presenting  the 
facts  necessary  for  informed  decision. 

Again  stressing  the  theme  of  prevention  through  persuasion,  on  March  11 
President  Nixon  released  a  million  dollars  to  the  National  Institute  of  Mental 
Health  for  marijuana  research,  and  another  million  dollars  to  NIMH  for  an  ex- 
panded program  of  public  education  and  information  on  drug  abuse,  including 
creation  of  a  national  clearing  house  for  drug  abuse  information. 

Increased  enforcement  budgets 

Drug  law  enforcement  is  a  difficult  and  dangerous  business.  It  demands  the 
highest  standards  of  professional  competence  of  enforcement  agents.  President 
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Nixon  has  increased  substantially  the  budgets  of  the  two  Federal  agencies 
primarily  concerned  with  drug  law  enforcement — the  Bureau  of  Narcotics  and 
Dangerous  Drugs  and  the  Bureau  of  Customs. 

The  burdens  carried  by  these  agencies  are  illustrated  by  the  record  of  the 
Treasury  agents  of  the  Customs  Service,  who  in  1969  worked  over  111,000  hours 
on  their  own  time  without  pay  to  meet  the  challenge  of  drug  abuse. 

In  enforcing  the  law,  only  half  the  job  is  done  when  the  suspected  violator  is 
arrested.  Society  is  not  protected  until  a  jury  is  persuaded  of  guilt  beyond  a 
reasonable  doubt.  Skillful  prosecution  is  necessary. 

The  Department  of  Justice  is  meeting  this  challenge  with  a  new  aggressive- 
ness inspired  by  this  Administration,  backed  up  by  substantial  funding  for  the 
narcotics  prosecution  section  of  the  Department. 

Cooperation  with  the  States  and  the  private  sector 

No  one  is  more  aware  than  President  Nixon  of  the  vital  and  necessary  role  of 
the  States  in  the  battle  against  drug  abuse.  In  December,  the  President  was  host 
to  the  State  Governors  at  a  White  House  conference  designed  to  produce  the 
closest  cooperation  between  the  Federal  and  State  governments. 

The  State  of  New  York,  of  course,  under  Governor  Rockefeller,  has  led  the 
way  for  all  the  States  in  combatting  drug  abuse. 

It  was  under  Governor  Rockefeller's  leadership  and  at  his  personal  initiative 
that  New  York's  pioneering  mandatory  treatment  program  for  addicts  was  born. 
For  the  first  time,  as  the  Governor  said,  we  have  a  "program  for  getting  addicts 
ofiC  the  street  where  they  endanger  others  and  under  confinement  and  treatment 
were  they  can  help  themselves." 

In  January,  Governor  Rockefeller  again  broke  new  ground  when  he  proposed 
the  Nation's  first  State  methadone  maintenance  program  which  it  is  hoped  will 
in  time  return  up  to  80  percent  of  the  hard-core  heroin  addicts  to  an  orderly  and 
productive  life. 

If  the  State  of  New  Y'ork  provides  the  finest  example  of  State  participation  in 
the  antidrug  campaign,  the  Advertising  Council  shows  the  way  for  the  private 
sector. 

In  a  campaign  under  the  auspices  of  the  National  Institute  of  Mental  Health, 
the  Advertising  Council  is  using  youth-oriented  media  to  educate  rather  than  to 
frighten.  The  Council  reports  "fantastic  interest"  in  the  program,  directed  at  the 
intellect  rather  than  the  emotions.  It  is  a  perfect  example  of  President  Nixon's 
theme  of  prevention  through  persuasion. 

Treasury's  role  in  the  President's  antiheroin  action  program 

Treasury  is  playing  a  major  role,  primarily  through  its  Bureau  of  Customs,  in 
the  enforcement  phase  of  the  President's  antiheroin  action  program. 

In  his  September  16,  1968,  Anaheim.  California,  speech,  the  President  stated  : 

"Let  us  recognize  that  the  frontiers  of  the  United  States  are  the  primary 
responsibility  of  the  United  States  Bureau  of  Customs.  I  recommend  that  we 
triple  the  number  of  customs  agents  in  this  country  from  331  to  1000." 

The  President  has  followed  through  on  that  pledge.  In  his  July  14.  1969,  Mess- 
age to  the  Congress  on  the  Control  of  Narcotics  and  Dangerous  Drugs,  he  stated  : 

"The  Department  of  the  Treasury,  through  the  Bureau  of  Customs,  is  charged 
with  enforcing  the  nation's  smuggling  laws.  I  have  directed  the  Secretary  of 
the  Treasury  to  initiate  a  major  new  effort  to  guard  the  nation's  borders  and 
ports  against  the  growing  volume  of  narcotics  from  abroad.  There  is  a  recognized 
need  for  more  men  and  facilities  in  the  Bureau  of  Customs  to  carry  out  this 
directive." 

This  directive  was  backed  up  with  a  substantial  antinarcotic  supplemental 
budget  request.  The  Congress  re.sponded  magnificently  and  passed  in  late  Decem- 
ber of  1969  an  appropriation  for  $8.75  million  for  915  additional  men  and  for 
equipment. 

The  leadership  role  of  Congressman  Tom  Steed  of  Oklahoma,  Chairman  of  the 
House  Appropriations  Subcommittee  which  handled  the  President's  request,  and 
the  then  ranking  minority  member.  Congressman  Silvio  Conte  of  Massachusetts, 
in  support  of  the  supplemental  appropriation  request,  is  an  outstanding  example 
of  bipartisan  action  in  our  Nation's  war  again.st  drug  almse. 

The  House  Appropriations  Committee  Report,  in  relevant  part,  stated : 

"The  Department  testified  that  every  available  index  indicates  that  problems 
associated  with  the  use  of  marijuana  and  narcotics  in  the  United  States  have 
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reached  major  proportions.  Drug  usage  is  now  widespread  both  geographically 
and  among  strata  of  society  in  which  previously  such  usage  was  rare.  Usage 
among  college  and  even  high  school  students  is  reported  as  commonplace. 

"In  order  to  deal  with  this  problem,  the  Department  proposes  to  substantially 

increase  the  law  enforcement  effort  against  smuggling.  The  whole  problem  is 

put  into  sharp  focus  by  the  following  testimony  from  the  Treasury  Department : 

'Almost  all  of  the  marihuana,  all  of  the  hashish,  all  of  the  cocaine,  and 

all  of  the  smoking  opium  used  in  the  United  States  is  smuggled  into  this 

country.' 

"  'Operation  Intercept,'  a  recent  blitz  law  enforcement  effort  along  the  Mexi- 
can border,  demonstrated  rather  conclusively  that  smuggling  activities  can  be 
substantially  reduced  by  increased  enforcement  efforts.  The  committee  strongly 
supports  the  Department's  objective  of  reducing  to  a  minimum  the  smuggling  of 
this  contraband  into  the  United  States.  The  committee  specifically  allows  the 
915  additional  positions  requested  and  urges  the  Department  to  move  ahead  on 
this  project  as  rapidly  as  practicable." 

Customs  has  moved  expeditiously  to  implement  the  supplemental  appropriation, 
and  I  am  pleased  to  report  that  the  Commissioner  of  Customs,  Myles  J.  Ambrose, 
has  informed  me  that  commitments  have  been  made  for  the  entire  number  of  915 
additional  personnel  authorized  by  the  supplemental  appropriations  and  they 
will  all  be  on  board  by  June  30,  1970.  A  substantial  amount  of  this  new  man- 
power will  be  assigned  to  the  New  York  metropolitan  area,  as  well  as  to  the 
Mexican  and  Canadian  borders  and  other  trouble  spots,  to  interdict  the  flow 
into  the  United  States  of  narcotics,  marihuana,  and  dangerous  drugs. 

Narcotics  intelligence  groups 

Customs  has  established  international  narcotics  intelligence  groups  with  of- 
fices in  New  York,  Houston,  and  Los  Angeles.  Additional  intelligence  oflices  will 
be  opened  in  Miami  and  Chicago  in  the  near  future.  These  groups  will  provide 
better  evaluation  of  the  information  relating  to  smuggling  into  the  United  States. 
They  will  permit  more  extensive  dissemination  of  intelligence  throughout  the 
national  and  international  enforcement  community. 

Automatic  data  processing 

In  support  of  the  intensified  enforcement  effort,  the  Bureau  of  Customs  is  cur- 
rently installing  a  central  ADP  intelligence  network  which  will  provide  a  compre- 
hensive bank  of  suspect  information  on  a  24  hour  a  day  basis,  to  agents  and 
inspectors.  On  April  1,  1970,  Customs  established  a  computer  center  to  process 
enforcement  intelligence  information,  and  a  trained  operation  and  programming 
staff  is  supporting  the  data  processing  center  located  in  San  Diego.  Calif.  Ex- 
pansion of  the  system  to  cover  all  inspection  stations  along  the  Mexican  border 
will  be  completed  by  November  1970. 

The  initial  data  base  has  been  compiled  from  existing  suspect  records.  With 
the  coordinated  efforts  of  the  various  Customs  offices,  rapid  growth  of  the  data 
base  is  expected.  Data  concerning  susi>ect  aircraft  and  vessels  are  being  added 
to  the  system.  A  task  force  has  begun  to  define  nationwide  law  enforcement  in- 
telligence needs  of  the  Bureau  of  Customs.  This  study  will  be  completed  by 
November  1970. 

Facilities 

New  Customs  facilities  along  the  Mexican-United  States  border  are  being 
acquired  and  present  facilities  are  being  enlarged  to  ac*commodate  the  additional 
Customs  enforcement  personnel.  At  some  ports,  these  improvements  involve 
creation  of  additional  vehicle  and  pedestrian  lanes  and  rearranging  traffic  pat- 
terns to  provide  more  expeditious  handling  of  vehicles  and  persons  crossing  the 
border.  At  others,  trailers  and  prefabricated  equipment  are  being  acquired  for 
use  until  such  time  as  permanent  facilities  can  be  installed. 

Laboratories 

New  laboratories  have  been  established  in  San  Antonio,  Tex.,  and  San  Diego, 
Calif.,  with  the  analysis  of  narcotics  as  their  primary  purpose.  These  labora- 
tories will  provide  more  rapid  identification  of  narcotics  and  dangerous  sub- 
stances and  thus  accelerate  the  judicial  processing  of  violators. 
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Training 

Customs  has  embarked  on  a  major  training  program  stressing  anti-narcotics 
smuggling.  Tlii.s  training  has  been  particularly  important  for  inspectors  and 
commodity  specialists.  Training  will  continue  to  be  a  major  activity  as  we 
process  the  915  new  employees  authorized  by  the  supplemental  appropriation. 

Additional  equipment 

The  supplemental  appropriation  provides  for  five  additional  aircraft,  four 
additional  boats,  and  148  additional  interceptor-type  automobiles. 

Radio  communications 

The  Bureau  of  Customs  is  modernizing  and  supplementing  present  radio 
eomnumications  in  order  to  obtain  complete  coverage  along  the  Mexican  border. 
This  improved  communications  system  will  contribute  greatly  to  the  effective- 
ness of   both   United    States  and   Mexican  officials   in   Operation   Cooperation. 

Intensified  inspection  program 

A  program  of  intensified  examination  of  passengers  and  their  baggage  arriv- 
ing at  all  major  airports,  and  of  foreign  mail  parcels  and  commercial  cargo  has 
been  instituted. 

Customs'  OflSce  of  Operations  has  created  a  new  Enforcement  Inspection 
Section  which  will  be  responsible  for  developing  plans  and  procedures  for  car- 
rying out  the  enforcement  responsibilities  of  the  augmented  inspection  force. 

A  team  concept  was  initially  tested  in  Philadelphia  and  Buffalo  for  agents, 
inspectors,  and  commodity  specialists  jointly  to  select  and  examine  commercial 
cargo  shipments  for  both  contraband  and  revenue  purposes.  Based  on  their  ac- 
tivity and  success,  guidelines  have  been  established.  This  team  concept  will  be 
in  oiieration  throughout  the  United  States  by  the  end  of  May  1970.  New  agents 
entering  on  duty  throughout  1970-71  will  permit  increased  coverage  and  blitz 
operations  at  airports  of  entry. 

It  should  be  noted  that  the  vast  percentage  of  Customs  seizures  are  made  by 
the  inspectors  without  advance  information,  and  that  Customs  seizes  more  drugs 
than  all  other  Federal  agencies  put  together. 

Customs  is  presently  reviewing  all  its  procedures  and  methods  with  a  view 
to  increasing  its  enforcement  effectiveness,  particularly  in  procedures  called  pre- 
clearance  and  the  Accelerated  Inspection  System.  Treasury  and  Customs  will 
be  consulting  with  industry  and  Government  representatives  to  review  each 
preclearance  operation  to  determine  if  enforcement  can  be  raised  to  a  satisfac- 
tory level. 

The  Accelerated  Inspection  System,  which  has  proved  so  successful  in  facilitat- 
ing the  flow  of  passengers,  has  been  under  evaluation  for  its  effectiveness  in  sup- 
pressing smuggling.  Preliminary  study  indicates  that  enforcement  must  be  im- 
proved while  still  preserving  the  benefits  of  facilitation. 

Cargo  theft  study 

Treasury  has  now  under  serious  consideration  by  a  special  task  force  proposed 
administrative  actions  and  legislative  proposals  to  prevent  theft  of  international 
cargo  at  all  ports  of  entry — airports  and  seaports — throughout  the  nation.  This 
includes,  of  course.  New  York's  Kennedy  International  Airport. 

Because  of  the  jurisdiction  of  the  Bureau  of  Customs  over  theft  from  Customs' 
custody  and  because  of  its  existing  presence  and  responsibilities  at  all  ports  of 
entry.  Customs  is  uniquely  qualified  to  take  the  lead  in  solving  this  problem. 

A  byproduct  of  this  effort  will  be  increased  risks  for  the  drug  smuggler. 

Public  support  and  cooperation 

In  this  situation,  we  cannot  hope  to  do  business  as  usual.  Our  cun-ent  anti- 
smuggling  enforcement  drive  will  mean  that  more  travelers  are  going  to  be 
inspected  more  closely,  more  baggage  examined  and  new  inspectional  techniques 
employed  for  detecting  criminal  smugglers.  It  will  mean  some  additional  in- 
convenience for  the  international  traveler.  It  may  require  a  few  more  minutes 
for  customs  clearance.  We  suggest  that  this  is  a  small  price  to  pay  to  help  keep 
drugs  out  of  the  hands  of  your  children,  my  children,  and  the  boy  or  girl  next 
door. 

397-702  O — 71 26 
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I  am  convinced  that  the  American  public  fully  supports  tliis  program.  Enforce- 
ment officials  cannot  do  tlie  job  alone.  We  need  the  cooi>eration  of  the  public  on 
many  fronts.  Regarding  inconveniences,  we  need  the  public's  understanding, 
patience,  and  cooperation. 

Government  cannot  do  the  job  alone.  We  need  the  support  of  the  private  sector 
for  maximum  effectiveness.  We  have  spolcen  with  a  number  of  representatives 
from  industry  and  labor  and  will  be  talking  to  many  more.  Treasury  is  most 
pleased  that  all  the  groups  we  have  met  with  have  volunteejed  to  cooperate  in 
the  drive  to  suppress  drug  smuggling. 

To  sum  up.  President  Nixon  has  highlighted  the  multidimensional  aspects  of 
the  drug  abuse  crisis  and  has  taken  several  major  initiatives. 

First. — He  has  elevated  the  drug  problem  to  the  foreign  policy  level  and  made 
it  a  matter  of  personal  Presidential  concern. 

Second. — He  has  stressed  the  role  of  education,  research  and  rehabilitation,  and 
provided  increased  funds  in  these  essential  areas. 

Third. — He  has  recommended  differentiation  in  the  criminal  i>enalty  structure 
between  heroin  and  marijuana. 

Fourth. — He  has  provided  a  substantial  increase  in  budgetary  support  for 
law  enforcement  in  this  area. 

Fifth. — He  has  stresseti  the  need  for  cooperation  with  the  States  and  the  in- 
volvement of  the  private  sector. 

Let  there  be  no  false  optimism.  The  road  ahead  is  long  and  hard — and  requires 
the  active  participation  of  all  of  us. 


Exhibit  32. — Remarks  by  Assistant  Secretary  Rossides,  April  23,  1970,  before 
the  89th  Annual  Banquet  of  Phi  Delta  Phi,  Columbia  Law  School,  New  York 
City,  New  York,  on  the  Nixon  administration's  reform  program  to  combat 
the  illegal  use  of  secret  foreign  bank  accounts 

Tonight  I  want  to  discuss  with  you  the  Nixon  Administration's  reform  pro- 
gram to  combat  the  use  of  secret  foreign  bank  accounts  by  organized  crime  and 
white  collar  crime  to  violate  U.S.  tax  and  other  laws. 

When  this  Administration  took  office,  it  decided  to  do  something  about  this 
problem.  We  point  out  with  pride  that  this  is  the  first  Administration  seriously 
to  study  the  matter  and  recommend  action  designed  for  correction  of  this  long- 
standing problem  area.  We  take  further  pride  in  the  fact  that  the  Treasury  is  in 
the  forefront  of  this  effort.  Treasury  organized  a  Task  Force  to  attack  the  prob- 
lem on  a  concerted  basis.  It  is  the  first  of  its  kind  of  which  we  are  aware. 

Our  overall  aim  is  to  build  a  system  to  deter  and  to  prevent  the  use  of  secret 
foreign  bank  accounts  for  tax  fraud,  their  use  to  screen  from  view  a  wide 
variety  of  criminally  related  financial  activities,  and  their  use  to  conceal  and 
cleanse  criminal  wealth.  Our  immediate  aim  is  to  combat  organized  crime  and 
white  collar  crime  in  their  use  of  foreign  banks  to  achieve  criminal  objectives. 

This  Administration  recognizes  the  widespread  moral  decay  that  would  result 
if  these  practices  are  permitted  to  continue  and  expand.  We  are  determined  to  do 
something  about  theui- 

The  Administration  has  acted  in  four  interrelated  areas  : 

First. — The  development  of  solutions  has  been  elevated  from  an  ad  hoc  case- 
by-case  approach  to  the  foreign  policy  level.  Treaty  discussions  have  been  under- 
taken with  the  Swiss  authorities  and  we  are  in  the  process  of  contacting  other 
governments. 

Second. — ^The  Treasury  is  carrying  out  a  comprehensive  administrative  re- 
view of  current  procedures  and  an  analysis  of  what  further  can  be  done  under 
existing  statutory  authority. 

Third. — The  Treasury  has  made,  on  behalf  of  the  Administration,  certain 
legislative  proposals  regarding  this  problem. 

Fourth. — The  Treasury  is  working  with  the  private  sector  to  develop  coopera- 
tive measures  against  this  illegal  activity. 

Before  discussing  our  actions  in  these  four  areas,  I  must  emphasize  three 
fundamental  concerns  that  predominate  in  formulating  Treasury's  enforcement 
approach  to  this  problem. 

First,  the  U.S.  dollar  is  the  principal  reserve  and  transactions  currency  of  the 
world.  Foreign  holdings  of  U.S.  dollars  are  huge,  amounting  to  some  $43  billion  in 
liquid  form.  This  fact  itself  is  a  mark  of  the  confidence  which  others  have  in 


EXHIBITS  381 

the  political  and  economic  stability  of  the  United  States  and  is  a  tribute  to  the 
success  of  the  international  trade  and  payments  system  we  have  been  creating — 
a  system  of  progressively  fewer  restrictions  to  the  flow  of  goods  and  capital.  The 
overwhelming  bulk  of  the  rapidly  growing  volume  of  international  transactions 
by  Americans  and  foreigners  alike  are  not  only  legitimate  business  and  personal 
transactions,  but  serve  the  larger  interests  of  the  United  States  in  effective  mone- 
tary arrangements  and  freely  flowing  trade  and  payments.  It  has,  therefore,  been 
of  paramount  concern  to  us  ithat  the  proposals  we  are  making  will  in  no  way 
restrict  the  regular  and  efiicient  flow  of  domestic  and  international  business,  or 
personal  transactions,  or  diminish  the  willingness  of  foreigners  to  hold  and  use 
the  U.S.  dollar. 

The  second  consideration  is  that  consistent  with  our  determination  to  deter 
tax  and  other  evasion  by  U.S.  persons  involving  foreign  financial  transactions, 
we  have  sought  to  develop  proposals  under  which  the  benefits  to  our  tax  collec- 
tions and  to  our  law  enforcement  objectives  exceed  the  direct  and  indirect  costs 
which  these  proposals  bring  about. 

Finally,  we  have  not  lost  sight  of  traditional  freedoms,  many  of  which  are  set 
forth  in  our  Constitution,  others  which  have  become  identified  with  our  way  of 
life.   In   strengthening  enforcement,   we  must  not  jeopardize  these  principles. 

Background 

Just  what  is  a  secret  foreign  bank  account?  It  is  an  account  maintained  in  a 
foreign  banking  institution  in  a  country  which  has  laws  which  strictly  limit 
the  conditions  under  which  information  concerning  an  account  will  be  made 
known  to  governmental  authorities. 

There  is  no  certainty  as  to  the  exact  dimension  of  the  use  of  foreign  bank 
accounts  by  U.S.  citizens  and  residents,  or  the  number  being  used  for  illegal 
purposes  or  the  size  of  the  tax  fraud  and  other  criminal  violations  shielded  by 
such  accounts.  Even  though  the  nvmiber  of  persons  involved  and  the  amounts  of 
tax  fraudulently  evaded  by  these  means  may  be  small  in  comparison  to  total 
U.S.  taxpayers  and  tax  collections,  the  principle  involved  is  central  to  proper 
tax  administration  :  any  tax  fraud  scheme  musit  be  attacked  vigorously. 

We  all  have  the  right  to  demand  that  all  Americans  pay  their  proper  amount 
of  taxes  as  determined  under  the  revenue  laws.  If  tax  fraud  fostered  through 
the  illegal  use  of  foreign  bank  accounts  is  not  curbed,  our  self-assessment  system 
of  taxation  could  be  seriously  impeded. 

Rapid  means  of  international  transportation  and  communication  have  greatly 
facilitated  the  free  flow  of  funds  and  commerce  across  what  were  once  thought 
to  be  great  distances.  Tliese  technological  advances  have  added  to  the  problem 
of  tax  fraud  through  the  use  of  secret  foreign  bank  accounts. 

The  anonymity  offered  by  foreign  accounts  has  been  used  to  conceal  income 
made  in  connection  with  various  crimes  that  have  international  features.  They 
include  the  smuggling  of  narcotics,  black  market  currency  operations  in  South- 
east Asia,  and  illegal  trading  in  gold.  These  illegal  undertakings  frequently 
involve  tax  fraud. 

Use  by  organized  crime 

Racketeer  money. — There  is  strong  evidence  of  a  substantial  flow  of  funds  from 
racketeers  in  this  country,  particularly  those  associated  with  gambling,  to  certain 
foreign  banks.  Some  of  these  funds  appear  to  have  been  brought  back  into  the 
United  States  under  the  guise  of  loans  from  foreign  sources.  This  may  be  provid- 
ing a  substantial  source  of  funds  for  investment  by  the  criminal  element  in 
legitimate  business  in  the  United  States. 

Money  from  narcotics. — In  March  1969,  Treasury  Agents  of  the  Bureau  of 
Customs  broke  up  a  major  international  heroin  smuggling  scheme  by  inter- 
cepting 115  pounds  of  heroin  in  New  York  City.  Cash  transfers  of  this  organized 
crime  enterprise  were  run  through  secret  foreign  bank  accounts.  One  of  the 
defendants  alone  admitted  to  forwarding  half  a  million  dollars  from  the  United 
States  to  Geneva. 

If  adulterated  at  the  usual  ratio  of  five  to  one,  the  115  ix>unds  of  pure  heroin 
would  have  yielded  690  pounds  of  diluted  heroin  mixture.  It  is  estimated  that 
one  such  pound  will  yield  7,000  one-grain  doses.  The  690  pounds  would  have  put 
4.83  million  one-grain  do.ses  into  the  hands  of  pushers  on  the  streets  with  a  total 
value  of  about  $24,000,000  ($5.00  per  dose).  I  am  sure  that  you  can  understand 
why  we  feel  so  strongly  that  something  must  be  done. 
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Use  in  connection  with  white  collar  crime 

Foreign  bank  accounts  are  opened  to  facilitate  tax  fraud  by  some  people  who 
otherwise  appear  respectable  and  law  abiding.  They  are  used  in  an  effort  to 
hide  unreported  income  from  commercial  operations  in  the  United  States  or 
income  from  investments  made  through  a  foreign  bank. 

Personal  accounts. — Accounts  in  foreign  banks  are  used  as  repositories  for 
money  representing  income  not  reported  on  U.S.  tax  returns,  much  in  the  same 
way  as  bank  safety  deposit  boxes  have  been  used  in  this  country.  For  information 
on  the  existence  and  nature  of  the  accounts,  dependence  has  been  placed  upon 
informants  and  the  subsequent  tracing  of  transactions  through  banks  in  this 
country. 

''Arrangements''  ivitli  foreign  customers  and  suppliers. — In  some  cases,  U.S. 
taxpayers  have  arranged  with  their  foreign  customers  or  foreign  suppliers  for 
the  preparation  of  false  commercial  documents  overstating  amounts  received 
from  the  U.S.  taxpayers  or  understating  amounts  paid  to  them.  The  funds  placed 
in  the  hands  of  the  foreign  conspirators  as  a  result  of  these  falsifications  are 
deposited  with  banks  in  bank-secrecy  countries  for  the  credit  of  the  U.S.  tax- 
payers. 

Transactions  in  securities. — Taxpayers,  by  opening  accounts  with  foreign  banks 
and  financial  institutions,  have  been  able  to  buy  and  sell  on  the  U.S.  stock  markets 
without  disclosing  their  interest  in,  or  taxable  income  from,  such  transactions. 

Let  me  now  turn  to  the  Nixon  Administration's  reform  program. 

Foreign  policy — Swiss  treaty  negotiations 

The  recent  discussions  with  Swiss  officials  have  centered  upon  the  develop- 
ment of  a  proposed  mutual  assistance  treaty  to  provide  information  and  judicial 
records,  locate  witnesses,  and  provide  other  aid  in  criminal  matters.  However, 
the  United  States  and  Switzerland  already  are  parties  to  a  convention  for  the 
avoidance  of  double  taxation  with  respect  to  income  taxes  which  is  relevant  to 
bilateral  cooperation  for  obtaining  bank  records  to  prosecute  tax  fraud.  Article 
XVI  of  this  latter  treaty  provides  for  the  exchange  of  information  for  the  pre- 
vention of  fraud  or  the  like  in  relation  to  income  taxes  which  are  the  subject 
of  the  convention. 

AVe  have  only  recently  become  aware  that  Swiss  law  makes  an  important  dis- 
tinction between  simple  tax  evasion  and  tax  fraud,  which  is  an  aggravated  form 
of  tax  evasion.  Whereas  individuals  guilty  of  simple  tax  evasion  under  Swiss 
law  are  not  considered  to  have  committed  "crimes"  as  we  know  the  term,  and 
thus  are  not  subject  to  jail  sentences,  tax  fraud  in  connection  with  the  Swiss 
federal  withholding  tax  laws  on  interest  and  dividends  and  the  income  tax  laws  of 
sixteen  of  the  25  Swiss  cantons,  including  the  economically  more  important 
cantons  is  deemed  a  criminal  offense  which  can  result  in  the  imposition  of  jail 
sentences  and  which  is  handled  in  criminal  rather  than  administrative 
proceedings. 

This  distinction  between  tax  evasion  and  tax  fraud  becomes  of  essential  im- 
portance because  under  Swiss  law  the  obligation  of  a  bank  to  observe  secrecy 
about  the  affairs  of  its  depositors  is  superseded  by  the  duty  to  furnish  infor- 
mation, give  testimony,  or  produce  dociunents  in  criminal  proceedings  which  in- 
clude tax  fraud  proceedings. 

Speaking  on  behalf  of  this  Administration,  I  can  assure  you  that  we  are  actively 
exploring  with  the  Swiss  authorities  the  obtaining  of  the  same  information, 
including  bank  records,  as  can  be  made  available  to  Swiss  authorities. 

Administrative  reform 

I  believe  that  a  primary  responsibility  upon  taking  office  is  to  determine  how 
current  law  is  being  administered  and  whether  administration  can  be  improved. 
In  early  1969,  in  conjunction  with  work  for  discussions  with  Switzerland,  I 
authorized  a  review  of  existing  practice  and  statutory  authority  to  see  what 
improvements  and  additional  action  could  be  taken  administratively.  It  was  con- 
cluded that  much  along  the  following  lines  could  be  done  to  combat  this  prob- 
lem even  without  legislation. 

No  matter  what  treaty,  legislation,  or  regulations  might  be  implemented, 
efficient  and  effective  prosecution  of  law  evaders  is  an  important  element  in  curb- 
ing the  illegal  use  of  foreign  bank  accounts.  Law  enforcement  agencies  are 
increasing  efforts  to  uncover  individuals  who  have  made  illegal  use  of  foreign 
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bank  accounts.  The  new  United  States  Attorney  for  the  Southern  District  of 
New  York,  Whitney  N.  Seymour,  Jr.,  has  been  in  close  contact  with  key  oflScials 
in  Washington  to  implement  a  vigorous  attack  against  individual  offenders. 

The  Internal  Revenue  Service  presently  is  thoroughly  reviewing  its  operations, 
including  its  audit  procedures,  to  develop  more  effective  internal  procedures  for 
uncovering  cases  of  tax  fraud  involving  the  use  of  foreign  bank  accounts,  as  well 
as  for  compiling  and  constructing  solid  evidentiary  records  in  these  cases.  New 
guidelines  are  being  established  to  aid  Treasury  agents  of  the  Internal  Revenue 
Service  in  handling  investigations  of  taxpayers  who  employ  or  are  believed  to 
employ  secret  foreign  bank  accounts. 

Another  means  of  attacking  the  problem  under  existing  law  is  to  implement 
new  effective  regulations  and  administrative  practices. 

One  significant  measure  that  this  Administration  has  already  taken  under 
existing  authority  will  be  to  require  on  next  year's  tax  return  that  U.S.  citizens, 
residents,  and  certain  other  persons  effectively  doing  business  in  the  United 
States  identify  their  direct  or  indirect  interests  in  foreign  bank  accounts.  I  be- 
lieve that  this  will  be  an  effective  deterrent  to  the  use  of  these  accounts  to  evade 
taxes,  since  the  failure  to  reveal  the  existence  of  .such  interests  will  result  in 
the  imposition  of  criminal  penalties  apart  from  those  otherwise  applicable  to 
the  filing  of  fraudulent  tax  returns. 

In  conjunction  with  this  disclosure  requirement,  this  Administration  has  under 
consideration  a  pi'oposal  that,  pursuant  to  regulations,  taxpayers  with  interests 
in  foreign  bank  accounts  be  required  to  maintain  specified  records  of  transactions 
they  have  with  these  accounts. 

Another  related  proposal  which  is  being  given  consideration  is  that  taxpayers 
who  rei>ort  interests  in  foreign  bank  accounts  on  their  tax  returns  at  the  same 
time  i>ersonally  would  authorize  the  foreign  financial  institutions  in  which  the 
accounts  are  maintained  to  forward  any  information  which  might  be  requested 
by  U.S.  law  enforcement  oflScers  pursuant  to  the  same  legal  process  required  to 
obtain  bank  records  in  the  United  States. 

Still  one  more  area  being  thoroughly  considered  by  the  Treasury  Task  Force 
is  the  extent  to  which  evidentiary  presumptions  could  be  implemented  through 
regulations  which  would  make  funds  flowing  through  foreign  bank  accounts  be 
deemed  to  be  untaxed  income  unless  taxpayers  provided  suflBcient  information 
and  records  to  the  contrary.  This  area  is  very  closely  related  to  comparable  legis- 
lative proposals  which  I  shall  mention  shortly. 

I  believe  that  this  recitation  of  what  already  has  been  done  by  this  Adminis- 
tration with  resiiect  to  administrative  measures  and  regulation.s,  and  to  further 
international  assistance  to  curb  the  illegal  uses  of  foreign  bank  accounts  clearly 
demonstrates  our  seriousness  of  purpose  and  that  we  have  accomplished  more 
than  ever  before.  Even  apart  from  the  legislation  on  this  subject  presently 
before  this  Congress,  administrative  action  and  international  cooi>eration  hold 
promise  of  substantially  curbing  the  illegal  use  of  these  foreign  accounts. 

Legislation 

This  is  the  first  Administration  in  recent  hi.story  to  support  the  concept  of 
development  of  effective  legislation  which  would  pi'ovide  valuable  additional 
statutory  tools  to  counter  the  illegal  use  of  secret  bank  accounts.  In  this  con- 
nection, this  Administration  has  strongly  supi)orted  the  objectives  of  those  aspects 
of  the  legislation  of  the  House  Banking  and  Currency  Committee  chairetl  by 
Congressman  Wright  Patman,  H.R.  15073,  that  are  intended  to  ameliorate  this 
problem.  However,  in  my  testimony  before  the  House  Banking  and  Currency 
Committee  on  March  2,  1970,  I  pointed  out  several  key  changes  of  H.R.  15073 
which  were  necessary  to  make  it  responsive  to  this  problem,  only  some  of  which 
were  implemented  by  the  committee  before  it  reported  the  bill  out  at  the  end  of 
March. 

As  originally  introduced,  H.R.  15073  suffered  from  numerous  and  obvious 
shortcomings.  In  general,  it  maximized  burdens  upon  the  public  and  the  economy 
while  minimizing  enforcement  effectiveness.  More  specifically,  the  bill  woidd 
have  made  mandatory  the  photocopying,  at  least  once  and  possibly  t^\ace,  of 
every  check  written  in  the  United  States — at  least  20  billion  and  possibly 
40  billion  items  annually — ^and  it  further  would  have  permitted  uninhibited  of- 
ficial Government  rummaging  through  the  records  of  certain  banks  without 
regard  for  the  privacy  safeguards  provided  by  established  discovery  procedures. 
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We  presented  to  the  oommittee  amendments  and,  later,  a  substitute  bill.  Our 
proposals  would  have  maximized  enforcement  and  minimized  burdens  and  offered 
further  advantages  of  brevity,  clarity,  ease  of  application,  and  flexibility  not 
shared  by  H.R.  15073.  Our  propo.«al.s  would  have  strengthened  the  bill  in  several 
ways,  including  amendments  to  le.ssen  wasteful  and  counterproductive  record- 
keeping, and  limit  incursions  upon  the  right  of  privacy. 

Those  amendments  to  the  Patman  legislation  suggested  by  the  Treasury,  which 
were  accepted,  considerably  improved  H.R.  15073  as  it  was  initially  introduced. 
For  example,  key  amendments  of  H.R.  15073  broadened  recordkeeping  require- 
ments to  encompass  various  types  of  other  financial  institutions  engaged  in  in- 
ternational transfers  of  funds,  as  well  as  commercial  banks. 

In  my  testimony  before  the  House  Banking  and  Currency  Committee  on  March  2, 
1970,  I  specified  records  of  types  of  International  transfers  which  the  Treasury 
Department  recommendetl  be  maintaine<l  by  these  insititutions  pursuant  to  regu- 
lations i.S'Sued  by  the  Secretary  of  the  Treasury  for  a  period  of  6  years.  These 
included  records  of  remittances  transferring  funds  to  and  from  tlie  United  States, 
both  records  of  checks  negotiated  abrinad  and  foreign  credit  card  purchases  in 
excess  of  $1,000,  records  of  foreign  checks  transmitted  abroad  for  collection, 
records  of  foreign  drafts,  and  records  of  international  letters  of  credit,  and 
documentary  collections. 

I  believe  that  the  committee  should  have  adopted  a  number  of  desirable 
suggestions  made  by  the  Treasury  which  are  needed  to  limit  the  scope  of  the 
legislation  to  its  intended  purpose — to  assist  criminal,  tax,  and  regulatory  in- 
vestigations and  proceedings. 

The  Treasury  recommended  recordkeeping,  reporting,  and  disclosure  require- 
ments which  would  have  a  high  degree  of  usefulnes.s  in  criminal,  tax,  or  regula- 
tory investigations,  and  Avhich  were  directly  related  to  the  problem  of  the  illegal 
use  of  secret  bank  accounts. 

It  has  only  recently  come  to  the  fore  that  the  legislation  is  intended  to  deal 
not  only  to  some  extent  wMth  the  problem  of  secret  foreign  bank  accounts,  but 
that  a  basically  separate  problem  area  with  which  H.R.  15073  also  is  concerned 
is  the  trend  on  the  part  of  domestic  banks  not  to  maintain  microfilm  records  of 
all  checks  d^a^vnl  ou  them. 

The  Treasury  Department  urged  amendments  that  would  have  limited  all 
recordkeeping  and  reporting  requirements  of  H.R.  15073  to  those  which  are 
likely  to  have  a  high  degree  of  usefulness  in  criminal,  tax,  or  regulatory  in- 
vestigations or  proceedings. 

However,  the  committee  adopted  this  significant  limitation  only  in  connection 
with  the  recordkeeping  requirements  impo.«ed  upon  banks  and  other  financial 
institutions.  It  failed  to  accept  the  same  Standard  with  reference  to  the  reporting 
requirements  imposed. 

This  refusal  is  significant,  esi>ecially  in  view  of  the  growing  concern  in  America 
over  pos.sible  incursions  by  Government  into  individual  privacy.  I  believe  it  is 
generally  accepted  that  the  right  of  privacy  is  not  absolute,  but  must  be  balanced 
against  the  need  for  information  inherent  in  the  governing  process.  For  example, 
few  of  us  would  quarrel  with  the  need  for  the  Government  to  require  individuals 
to  file  tax  returns  which,  to  some  extent,  of  course,  contain  private  information. 
Nevertheless,  this  right  of  privacy  must  be  protected  against  any  unnecessary 
incursions. 

However,  the  reporting  requirements  of  the  Patman  Committee  legislation 
possibly  could  result  in  unnecessary  inroads  into  this  right  of  privacy.  For 
example,  consider  the  requirement  of  reporting  domestic  currency  transactions 
in  the  Patman  legislation.  An  analogy  can  be  made  between  reporting  of  such 
transactions  by  financial  insititutionsi  to  the  Government  and  searches  through 
the  records  of  these  institutions  without  the  transactions  of  a  particular  tax- 
payer in  mind. 

If  such  reporting  requirements  are  limited,  as  the  Treasury  recommended, 
to  those  transactions  likely  to  have  a  high  degree  of  usefulnesis  in  criminal,  tax, 
or  regulatory  inve.sitigations  or  proceedings,  the  potential  unnecessary  incur- 
sions on  personal  privacy  would  be  limited ;  such  might  not  be  the  case  under 
the  present  H.R.  15073  language  which  permits  the  requiring  of  reports  of  any 
domestic  currency  transactions  without  any  comparable  limitation. 

The  Patman  Committee  testimony  indicated  that  H.R.  15073  would  require  the 
microfilming  of  at  least  20  billion  checks  per  year.  There  have  been  confiicting 
and  unsupported  views  expressed  as  to  the  cost  of  such  a  requirement,  as  well 
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as  to  the  additional  number  of  checks  which  would  have  to  be  microfilmed,  in 
addition  to  those  presently  being  copied.  However,  there  was  no  substantial 
testimony  indicating  that  the  records  of  such  checks  would  be  of  sufficient  value 
to  counter  the  additional  recordkeeping  costs  whatever  they,  in  fact,  may  be. 
The  co.st  of  any  burdensome  recordkeeping  or  reporting  requirements  would  be 
likely  to  be  passed  on  to  the  public,  including  everyone  with  a  checking  account. 

Tliis  apparent  willingness  of  the  committee  to  enact  legislation  with  only 
meager  study  or  factual  basis  is  even  clearer  with  respect  to  Title  III  of  H.R. 
15073  whicli  "would  extend  the  applicability  of  margin  requirements  under  section 
7  of  the  Securities  Exchange  Act  to  the  purchasers  of  stock  as  well  as  to  broker- 
dealers  and  financial  institutions  who  lend  money  for  that  purpo.se.  This  signif- 
icant provision  was  added  to  H.R.  15073  only  in  March,  over  3  mouths  after  the 
original  bill  was  introduced,  and  was  accepted  by  the  committee  without  any 
testimony  being  presented  on  it  by  concerned  parties. 

One  legislative  proposal  which  the  Treasury  Department  has  been  fully  con- 
sidering (if  the  remedy,  as  I  discu.ssed  earlier,  cannot  be  achieved  administra- 
tively), which  we  believe  could  be  of  significant  assistance  in  curbing  the  illegal 
use  of  foreign  bank  accounts,  and  wiiich  would  not  pose  any  conflict  with  a 
right  of  personal  privacy,  is  the  establishment  in  the  Internal  Revenue  Code  of 
rebuttable  presumptions  that  U.S.  citizens,  residents,  and  certain  other  taxpayers 
eng'aging  in  certain  foreign  transactions,  and  not  furnishing  upon  request  ade- 
quate infonnation  to  the  Secretary  of  the  Treasury  or  his  delegate,  are  dealing 
with  their  own  untaxed  income.  As  an  alternative  proposal.  Treasury  also  has 
under  consideration  an  excise  tax  which  would  be  applied  in  situations  where  no 
adequate  information  of  the  foreign  tran.sactions  is  provided  by  the  taxpayer. 

The  presumptions  would  be  in  the  nature  of  evidentiary  presumptions  which 
could  form  the  basis  for  a  determination  of  civil  tax  liability  (including  interest 
and  i>enalties)  unless  the  taxpayer  establishes  by  the  clear  preponderance  of  tlie 
evidence  that  his  untaxed  income  is  not  involved. 

It  is  the  Govenmient's  understanding  that  most  i^ersons  who  use  foreign 
financial  institutions,  even  in  countries  where  bank  secrecy  is  strictly  observed, 
can  themselves  obtain  full  information  about  their  accounts  and  transactions. 
Therefore,  it  is  assumed  that  U.S.  taxpayers  will  be  able,  without  difficulty, 
to  satisfy  the  Secretary  of  the  Treasury  or  his  delegate  as  to  his  foreign  transac- 
tions so  as  to  avoid  the  application  of  either  the  presumption  or  excise  tax  if 
either  is  implemented. 

Cooperation  of  the  private  sector 

As  is  true  in  developing  any  public  policy  as  expressed  by  legislation  or  admin- 
istrative rulemaking,  final  action  is  taken  only  after  securing  views,  informa- 
tion, and,  hopefully,  cooperation  from  those  sectors  that  would  be  primarily 
affected.  In  the  instant  case,  in  developing  a  legislative  and  administrative  ap- 
proach to  this  problem  affecting  primarily  the  financial  community,  we  believed 
it  incumbent  upon  us  to  work  with  representatives  of  the  banking  industry, 
brokerage  hou.ses.  and  other  related  businesses  involved  in  the  transmittal  of 
funds  to  and  from  foreign  secret  bank  accounts.  As  stated  in  a  December  27, 
1969,  "Washington  Post"  editorial  referring  to  the  Patman  bill  as  originally 
introduced : 

"This  is  a  subject,  of  course,  on  which  bankers  ought  to  have  their  say.  The 
strange  thing  is  that  they  had  not  been  consulted  while  the  bill  was  being 
drafted.  Though  it  is  of  great  importance  to  curb  the  misuse  of  hidden  bank 
accounts  abroad,  it  is  equally  vital  to  protect  the  free  flow  of  international  com- 
merce and  to  avoid  the  imposition  of  unneces.sary  burdens  upon  the  banks." 

I  would  be  remiss  not  to  publicly  thank  these  members  of  the  business  com- 
munity for  the  high  level  of  cooi>eration  we  received,  and  I  would  especially  like 
to  thank  the  large  banks  which  are  members  of  the  New  York  Clearing  House. 
They  provided  us  with  much  valuable  background  information  on  possible  ave- 
nues of  illicit  activities,  on  foreign  banking  operations,  and  they  offered  many 
new  and  constructive  suggestions  on  more  effective  legislative  and  administra- 
tive approaches  that  would  benefit  our  enforcement  efforts. 

Clearing  House  member  banks  further  indicated  that  on  a  voluntary  basis, 
even  before  any  legislative  or  regulatory  action,  they  will  comply  with  almost  all 
of  the  recordkeeping  requirements  in  connection  with  international  transfers  of 
funds  that  we  desire,  which  records  would,  of  course,  only  be  available  to  gov- 


386    19  70  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

ernmental  representatives  in  accordance  with  existing  discovery  procedures.  I 
believe  tlaat  this  spirit  of  cooix-ration  between  the  public  and  private  sectors  will 
continue  to  grow,  and  that  working  together  we  shall  effectively  meet  this 
priority  enforcement  problem. 

To  sum  up,  the  Nixon  Administration  has  acted  to  attack  this  critical  enforce- 
ment problem  in  four  interrelated  areas  : 

First. — Tlae  development  of  solutions  has  been  elevated  from  an  ad  hoc  case- 
by-case  approach  to  the  foreign  policy  level.  Treaty  discussions  have  been  under- 
taken with  the  Swiss  authorities  and  we  are  in  the  process  of  contacting  other 
governments. 

Second. — The  Treasury  is  carrying  out  a  comprehensive  administrative  review 
of  current  procedures  and  an  analysis  of  what  further  can  be  done  under  exist- 
ing statutory  authority. 

Third. — The  Treasury  has  made,  on  behalf  of  the  Administration,  certain 
legislative  proposals  regarding  this  problem. 

Fourth. — The  Treasury  is  working  with  the  private  sector  to  develop  coopera- 
tive measures  against  this  illegal  activity. 


Exhibit  33.— Statement  by  Assistant  Secretary  Rossides,  June  9,  1970,  before 
the  Subcommittee  on  Financial  Institutions  of  the  Senate  Banking  and  Cur- 
rency Committee,  on  secret  foreign  bank  accounts 

The  Treasury  Department  appreciates  this  opportunity  to  present  the  Admin- 
istration's reform  program  to  combat  the  use  of  secret  foreign  bank  accounts  by 
organized  crime  and  white  collar  crime  to  violate  U.S.  tax  and  other  laws,  and 
to  testify  on  S.  3678  and  on  H.R.  15073  which  w-as  passed  by  the  House  on 
May  25,"  1970. 

When  this  Administration  took  office,  it  decided  to  do  something  about  this 
problem.  We  point  out  with  pride  that  this  is  the  first  Administration  seriously 
to  study  the  matter  and  recommend  action  designed  for  correction  of  this  long- 
standing problem  area.  The  Treasury  is  in  the  forefront  of  this  effort.  Treasury 
organized  a  Task  Force  to  attack  the  problem  on  a  concerted  basis.  It  is  the  first 
of  its  kind  of  which  we  are  aware. 

Our  overall  aim  is  to  build  a  system  to  combat  organized  crime  and  white  collar 
crime  and  to  deter  and  prevent  the  use  of  secret  foreign  bank  accounts  for  tax 
fraud  and  their  use  to  screen  from  view  a  wide  variety  of  criminally  related 
financial  activities,  and  to  conceal  and  cleanse  criminal  wealth. 

This  Administration  recognizes  the  widespread  moral  decay  that  would  result 
if  these  practices  are  permitted  to  continue  and  expand.  We  are  determined  to  do 
something  about  them. 

The  Administration  has  acted  in  four  interrelated  areas  : 

First. — The  development  of  solutions  has  been  elevated  from  an  ad  hoc  case-by- 
case  approach  to  the  foreign  policy  level.  Treaty  discussions  have  been  under- 
taken with  the  Swnss  authorities  and  we  are  in  the  process  of  contacting  other 
governments.  We  are  reviewing  all  of  our  tax  treaties  with  this  problem  in  mind. 

Second. — The  Treasury  is  carrying  out  a  comprehensive  administrative  review 
of  current  procedures  and  an  analysis  of  what  further  can  be  done  under  existing 
statutory  authority.  We  have  already  decided,  with  respect  to  taxable  years 
beginning  January  1,  1970,  to  require  every  U.S.  taxpayer  to  disclose  his  direct 
or  indirect  interests  in  foreign  bank,  brokerage,  and  similar  accounts  on  his  tax 
return. 

Third. — The  Treasury  has  made,  on  behalf  of  the  Administration,  certain 
legislative  proposals  regarding  this  problem,  many  of  which  are  incorporated  in 
the  bills  before  this  committee.  Further  views  on  legislation  are  being  presented 
in  this  statement  and  in  Attachments  A  and  B.  Proposals  for  the  amendments  to 
the  Internal  Revenue  Code  will  be  presented  to  the  House  W^ays  and  Means  Com- 
mittee and  the  Senate  Finance  Committee. 

Fourth. — The  Treasury  is  using  the  expertise  of  the  private  sector  in  this  work, 
especially  to  obtain  information  on  the  methods  by  which  international  financial 
transactions  are  actually  or  might  be  carried  out. 

Before  discussing  our  actions  in  these  four  areas,  I  must  emphasize  three 
fundamental  concerns  that  predominate  in  formulating  Treasury's  enforcement 
efforts. 
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First,  the  U.S.  dollar  is  the  principal  reserve  and  transactions  currency  of  the 
world.  Foreign  holdings  of  U.S.  dollars  are  huge,  amounting  to  some  $43  billion  in 
liquid  form.  This  fact  itself  is  a  mark  of  the  confidence  which  others  have  in  the 
political  and  economic  stability  of  the  United  States  and  is  a  tribute  to  the  success 
of  the  international  trade  and  payments  system  we  have  been  creating — a  system 
of  progressively  fewer  restrictions  to  the  flow  of  goods  and  capital.  The  over- 
whelming bulk  of  the  rapidly  growing  volume  of  international  transactions  by 
Americans  and  foreigners  alike  are  not  only  legitimate  business  and  personal 
transactions,  but  serve  the  larger  interests  of  the  United  States  in  effective 
monetary  arrangements  and  freely  flowing  trade  and  payments.  It  has,  therefore, 
been  of  paramount  concern  to  us  that  the  proposals  w^e  are  making  will  in  no  way 
restrict  the  regular  and  eflicient  flow  of  domestic  and  international  business,  or 
personal  transactions,  or  diminish  the  willingness  of  foreigners  to  hold  and  use 
the  U.S.  dollar. 

The  second  consideration  is  that  consistent  with  our  determination  to  deter 
tax  and  other  evasion  by  U.S.  i>ersons  involving  foreign  financial  transactions, 
we  have  sought  to  develop  proposals  under  which  the  benefits  to  our  revenue  sys- 
tem and  to  our  law  enforcement  objectives  outweigh  costs  and  inconveniences  of 
the  proposals. 

Finally,  we  have  kept  firmly  in  view  our  traditional  freedoms,  such  as  the 
constitutional  prohibition  against  unreasonable  searches  and  seizures  and  the 
right  of  our  citizens  to  privacy.  In  strengthening  enforcement,  we  must  not 
Jeopardize  these  principles. 

There  is  no  certainty  as  to  the  extent  foreign  bank  accounts  are  used  by  U.S. 
citizens  and  residents,  the  number  being  used  for  illegal  purposes,  or  the  size  of 
the  tax  fraud  and  other  criminal  violations  shielded  by  such  accounts.  Even 
though  the  number  of  persons  involved  and  the  amounts  of  tax  fraudulently 
evaded  by  these  means  may  be  small  in  comparison  to  the  total  number  of  U.S. 
taxpayers  and  total  tax  collections,  the  principle  involved  is  central  to  proper 
administration  of  our  self-assessment  system  of  taxation :  tax  fraud  schemes 
must  be  attacked  vigorously. 

Rapid  means  of  international  transportation  and  communication  have  greatly 
facilitated  the  free  flow  of  funds  and  commerce  across  what  were  once  thought  to 
be  great  distances.  While  these  advances  are  of  great  benefit  to  the  world 
economy  and  international  understanding,  they  have  also  added  to  the  problem 
of  tax  fraud  and  other  crimes  through  the  use  of  secret  foreign  bank  accounts. 

During  the  last  few  decades  the  use  of  commercial  banks  to  gather  sa\ings 
and  hold  the  deposits  of  individuals  has  grown  substantially.  In  times  past, 
financial  obligations  were  settled  through  the  transfer  of  coin  and  paper  cur- 
rencies, but  now,  with  few  exceptions,  the  personal  or  corporate  check  settles 
accounts.  The  request  for  a  bank  to  tran.sfer  funds  is  an  active  alternative  to 
the  check.  With  the  convertibility  of  currencies,  particularly  the  dollar,  and 
with  the  increasing  interrelationship  of  our  economies,  international  financial 
transactions  often  involve  foreign  bank  accounts  in  at  least  one  stage  or  another. 

The  United  States,  of  course,  does  not  have  nor  should  it  seek  jurisdiction  over 
foreign  financial  institutions  not  engaged  in  trade  or  business  in  the  United 
States.  Once  funds  owned  by  U.S.  citizens  and  residents  leave  the  United 
States,  the  Internal  Revenue  Service,  the  Securities  and  Exchange  Commission, 
and  other  U.S.  law  enforcement  agencies  cannot  normally  trace  these  funds  in 
the  foreign  country  unless  the  foreign  government  has  agreed  to  conduct  investi- 
gations on  our  behalf.  In  contrast,  where  only  domestic  financial  institutions  are 
used,  our  investigators  can  frequently  pick  up  the  trail  at  various  junctures  and 
trace  transactions  from  bank  to  bank. 

I.  Foreign  policy-discussions  with  Switzerland 

As  you  know,  we  have  been  holding  discussions  with  the  Swiss  Government 
to  explore  the  iwssibilities  for  a  treaty  for  mutual  assistance  in  criminal  matters. 
We  are  also  reviewing  our  1951  income  tax  treaty  with  Switzerland  to  make 
sure  that  we  are  making  full  use  of  the  provisions  which  provide  for  the  ex- 
change of  information  "for  the  prevention  of  fraud  or  the  like  in  relation  to 
taxes"  covered  by  the  treaty.  Our  third  round  of  talks  with  the  Swiss  was  held 
in  Washington  in  March,  the  United  States  being  represented  by  an  interdepart- 
mental group  from  the  State.  Treasury  and  Justice  Departments  and  the  Secu- 
rities and  Exchange  Commission.  A  Treasury  delegation  visited  Bei^  in  May  and 
further  talks  are  scheduled  for  next  month.  The  talks  are  at  a  crucial  stage, 
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but  it  will  probably  not  be  until  the  fall  or  later  when  we  know  whether  an 
agreement  can  be  reached. 

We  believe  Article  XVI  of  the  existing  tax  treaty  already  requires,  except  in 
a  narrow  range  of  circumstances,  the  exchange  of  information  in  tax  fraud 
investigations  and  proceedings  to  the  extent  that  the  laws  of  both  countries 
provide  for  the  obtaining  of  the  type  of  information  sought.  Swiss  law  makes 
an  important  distinction  between  simple  tax  evasion  and  tax  fraud,  which  is 
an  aggravated  form  of  tax  evasion.  Whereas  individuals  guilty  of  simple  tax 
evasion  under  Swiss  law  are  not  considered  to  have  committed  "crimes"  as  we 
know  the  term,  and  thus  are  not  subject  to  jail  sentences,  tax  fraud  in  connection 
with  the  Swiss  federal  withholding  tax  on  interest  and  dividends  and  the  income 
tax  laws  of  sixteen  of  the  twenty-five  Swiss  cantons,  including  the  economically 
more  important  cantons,  is  deemed  a  criminal  offense  which  can  result  in  the 
imposition  of  jail  sentences  and  which  is  handled  in  criminal  rather  than  admin- 
istrative proceedings. 

This  distinction  between  tax  evasion  and  tax  fraud  becomes  of  essential 
importance,  not  only  because  the  tax  treaty  requires  the  exchange  of  information 
in  tax  fraud  cases,  but  also  because  under  Swiss  law  the  obligation  of  a  bank  to 
observe  secrecy  about  the  affairs  of  its  depositors  is  superseded  by  the  duty  to 
furnish  information,  give  testimony,  or  produce  documents  in  criminal  pro- 
ceedings which  include  tax  fraud  proceedings. 

We  believe  that  our  tax  treaty  entitles  us  to  obtain  no  less  information  than 
is  obtainable  by  Swiss  authorities  in  comparable  proceedings.  However,  some 
have  suggested  an  interpretation  significantly  at  variance  with  that  of  the 
United  States  which  could  severely  restrict  the  exchange  of  information  under 
the  tax  treaty. 

Our  program  involving  foreign  policy  has  not  been  solely  focused  upon  Switzer- 
land. The  Treasury  also  has  been  reviewing  the  operation  of  our  other  tax  treaty 
exchange  of  information  provisions.  We  are  examining  the  use  of  financial 
facilities  in  other  foreign  jurisdictions  which  offer  shields  of  financial  .secrecy 
to  United  States  taxiwiyers.  Moreover,  other  countries  have  recognized  that 
evaders  and  other  criminals  often  go  beyond  national  boundaries  and  have  raised 
the  possibility  of  international  cooperation. 

II.  The  Administration's  program  for  obtaining  information  on  foreign  accounts 
and  transactions 

The  Treasury,  as  part  of  the  Administration's  program,  has  been  developing 
a  system  for  obtaining  information  on  foreign  bank,  brokerage  and  similar 
accounts  and  international  tran.sactions  of  U.S.  citizens  and  residents  for  use 
in  tax  determinations  and  criminal  and  regulatory  investigations  and  proceedings. 
I  will  discuss  each  of  the  parts  of  our  system  in  turn  and  indicate  how  it  relates 
to  the  bills  before  the  committee  and  to  other  legislation. 

1.  Foreign  account  disclosure  requirement. — Each  U.S.  taxpayer  will,  with 
respect  to  taxable  years  beginning  on  or  after  January  1,  1970,  be  required  to 
disclose  his  intere.sts  at  any  time  during  the  taxable  year  in  foreign  bank, 
brokerage,  and  similar  accounts  on  his  tax  return.  This  requirement  will  be 
imposed  under  section  6011(a)  of  the  Internal  Revenue  Code.  We  may  also 
recommend  to  the  House  Ways  and  Means  Committee  and  the  Senate  Finance 
Committee  a  special  penalty  for  failure  to  furnish  this  information. 

In  connection  with  this  disclosure  requirement,  we  have  under  consideration 
a  proposal  to  issue  regulations,  pursuant  to  existing  statutory  authority,  requir- 
ing taxpayers  with  such  interests  to  maintain  specified  records  of  transactions 
they  have  with  these  accounts.  These  records  would  correspond  to  the  type  of 
evidence  taxpayers  are  now  expected  to  produce  when  their  returns  are  audited. 

We  believe  that  this  disclosure  requirement  will  constitute  a  significant  deter- 
rent to  the  use  of  foreign  accounts  for  tax  evasion  and  other  illegal  purposes 
while  in  no  way  affecting  the  legitimate  use  of  such  facilities. 

2.  International  transactions  recordkeeping  by  banks  and  other  financial 
institutions. — ^The  extent  to  which  our  financial  institutions  have  been  keeping 
records  of  domestic  and  international  transactions  has  undergone  considerable 
change  in  the  last  few  years  as  a  result  of  technological  advancements  in  the 
industry.  The  multiplication  of  transactions  in  the  banking  industry  has  only 
been  made  possible  through  the  extensive  use  of  electrical  oflSce  machinery  and 
computers.  All  of  us  have  noticed  how  our  own  monthly  bank  statements  have 
changed  in  format  and  procedures  in  the  last  few  years,  reflecting  at  a  personal 
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level  the  changes  that  have  taken  place  in  the  industry.  With  these  changes, 
the  traditional  copies  and  forms  which  the  banks  have  retained  in  their  own 
files  have  been  reduced  primarily  for  reasons  of  operating  efiiciency.  This  has 
occurred  at  the  same  time  the  public  has  focused  on  the  use  of  international 
banking  transactions  to  disguise  criminal  acts. 

Since  bank  records  can  help  in  dealing  with  such  crime,  the  Treasury  recom- 
mends that  banks  and  other  financial  institutions  located  in  the  United  States 
be  required  to  maintain  certain  minimum  records  of  foreign  transactions. 

This  would  assist  our  law  enforcement  agencies  to  trace  transfers  of  funds 
across  our  borders  by  U.S.  citizens  and  residents  and  help  investigation  of  foreign 
accounts  subject  to  the  foreign  account  disclosure  requirement.  In  many  cases, 
these  requirements  would  codify  present  practices.  Primarily,  we  seek  improved 
availability  of  records. 

The  legislation  could  establish  requirements  for  recordkeeping  with  respect 
to  international  tran.sactions  by  authorizing  the  Secretary  of  the  Treasury  to 
prescribe  particular  records  which  must  be  maintained.  While  we  originally 
recommended  this  approach,  it  now  seems  to  us  that  in  addition  the  legislation 
can  appropriately  provide  that  banks  and  other  financial  in.stitutions  located  in 
the  United  States  be  required  to  maintain  six  specific  types  of  records  as  follows  : 

(1)  Records  of  foreign  remittances  transferring  funds  abroad. 

(2)  Records  of  foreign  remittances  transferring  funds  to  the  United  States. 

(3)  Records  of  large  checks  negotiated  abroad  drawn  on  banks  located  in  the 
United  States  and  records  of  large  foreign  credit  card  purchases  by  U.S.  citizens 
and  residents. 

(4)  Records  of  foreign  checks  transmitted  abroad  for  collection. 

(5)  Records  of  foreign  drafts. 

(6)  Records  of  letters  of  credit  and  documentary  collections. 

As  experience  is  gained  and  methods  of  business  change,  the  Secretary  would 
be  authorized  to  issue  regulations  adding  specific  types  of  international  records 
to  those  required  or  to  suspend  the  requirement  as  to  any  type  of  record  si^ecified 
in  the  statute.  With  respect  to  retention  period,  we  recommend  that  the  statute 
prescribe  a  general  6-year  retention  period  with  authority  conferred  on  the 
Secretary  to  reduce  the  period  where  appropriate.  The  Secretary  should  have 
authority  to  establish  the  magnitude  of  transactions  or  documents  subject  to  the 
requirements  or  to  set  exceptions  on  the  basis  of  other  criteria. 

A  further  description  of  the  international  records  we  recommend  and  some 
details  on  the  contemplated  recordkeeping  requirements  are  set  forth  in  Attach- 
ment A. 

If  the  Internal  Revenue  Service  could  survey  the  foregoing  records  of  inter- 
national transactions,  either  by  examining  them  on  the  premises  of  the  bank  or 
other  financial  institutions  or  by  requiring  information  returns  as  to  some  of  the 
contents  of  the  records,  the  usefulness  of  the  records  in  providing  initial  leads 
to  cases  of  possible  tax  evasion  would  be  enhanced.  Such  surveys,  however,  would 
extend  the  utilization  of  the  records  beyond  their  traditional  role  as  a  source  of 
information  and  evidence  in  an  examination  of  a  particular  taxpayer. 

The  Internal  Revenue  Code  authorizes  the  Internal  Revenue  Service  to  obtain 
and  examine  records  maintained  by  banks  and  others  in  connection  with  the  de- 
termination of  the  tax  liability  of  particular  taxpayers.  There  is  also  a  statutory 
basis  for  arguing  that  the  Internal  Revenue  Code  authorizes  the  u.se  of  compulsory 
process  for  a  survey  of  the  records  of  a  financial  institution  located  in  the  United 
States.  Nevertheless,  the  Internal  Revenue  Service  has  not  generally  asserted  such 
survey  authority,  the  scope  of  which  has  not  been  reviewed  by  the  courts. 

We  decided  against  seeking  siiecific  statutory  authority  extending  the  rights  of 
the  Internal  Revenue  Service  to  survey  the  records  of  international  transactions 
in  banks  and  other  financial  institutions.  In  deciding  this,  we  con.sidered  the 
constitutional  prohibition  against  unreasonable  searches  and  seizures  and  the 
need  to  avoid  unnecessary  incursions  against  the  right  of  privacy.  While  it  is 
clear  that  obtaining  records  by  established  discovery  procedures  from  the  banks 
and  other  institutions  in  connection  with  the  examination  of  a  particular  tax- 
payer would  not  violate  thest'  rights,  provision  for  a  survey  of  such  records 
raises  a  much  more  serious  question.  We  are  also  concerned  that  surveys  or 
information  returns  could  have  an  adverse  effect  on  legitimate  foreign  investment 
in  the  United  States.  It  has  been  the  tradition  overseas  to  place  great  emphasis 
on  the  privacy  of  financial  transactions  and  a  breach  of  this  tradition  could 
adversely  affect  the  flow  of  foreign  funds  to  the  United  States. 
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Balancing  these  factors,  we  concluded  that  it  would  not  be  appropriate  for  us 
to  suggest  legislation  extending  the  rights  of  the  Internal  Revenue  Service  to 
survey  the  records  of  banks  and  other  institution»- 

Next  we  considered  the  approach  taken  in  sections  241  and  242  of  S.  367S  and 
H.R.  15073  which  could  be  used  to  accomplish  the  same  result  by  requiring  banks 
and  other  financial  institutions  to  file  information  returns  setting  forth  the 
information  contained  in  the  international  records.  For  the  same  reasons  that  we 
have  concluded  that  we  cannot  support  new  legislative  authority  for  the  survey 
of  records  not  tied  to  a  particular  taxpayer  investigation,  we  believe  it  inap- 
propriate to  support  legislation  requiring  reports  of  information  obtained  from 
the  records  of  international  transactions.  Since  sections  241  and  242  of  the  bills 
authorize  such  reports,  we  cannot  support  their  inclusion  unless  they  are  sub- 
stantially amended. 

This  is  a  very  delicate  area  which  requires  full  consideration  of  the  constitu- 
tional prohibition  against  unreasonable  searches  and  seizures,  the  need  to  avoid 
unnecessary  incursions  against  the  right  of  privacy,  the  international  reaction, 
and  the  needs  of  the  Internal  Revenue  Service  for  information.  We  intend  to  do 
additional  work  in  this  area  with  the  thought  that  if  a  sound  proposal  can  be 
developed,  it  will  be  presented  to  the  Congress. 

3.  Reports  of  exports  and  imports  of  currency. — In  addition  to  international 
transfers  through  banks  and  other  financial  institutions,  funds  can  be  transferred 
directly  by  the  physical  movement  of  U.S.  currency  or  its  equivalent. 

In  order  to  make  sure  that  records  of  such  direct  transfers  are  available  for 
the  purpose  of  verifying  income  tax  returns  and  for  criminal  law  enforcement, 
the  Treasury  proposes  that  jiersons  importing  or  exporting  on  one  occasion 
$5,000  or  more  of  U.S.  currency  or  its  equivalent  be  required  to  file  an  informa- 
tion return  prior  to  the  importation  or  exportation. 

There  would  be  no  restrictions  on  exporting  and  importing  currency  or  the 
equivalent  in  any  amount,  and  no  return  would  be  required  of  those  exports  or 
imports  under  the  $5,000  level.  The  average  international  traveler  would  not  be 
affected  by  this  requirement.  Those  who  reach  this  level  could  comply  with  this 
requirement  by  simply  completing  or  turning  in  the  report  form  which  would  be 
provided. 

Enforcement  of  this  provision,  which  would  include  a  forfeiture  provision, 
would  require  substantial  additional  manpower  in  the  Bureau  of  Customs. 

4.  Rebuttable  presumptions  that  U.S.  citizens  and  residents  engaging  in  certain 
foreign  transactions  are  dealing  ivith  their  own  untaxed  income. — By  means  of 
the  disclosure  of  foreign  accounts,  the  required  international  records,  reports  of 
exports  or  imports  of  currency  and,  to  a  certain  extent.  Treasury  Currency  Re- 
ports, the  Internal  Revenue  Service  will  be  in  a  much  better  position  to  identify 
in.stances  of  tax  evasion  by  U.S.  taxpayers  involving  foreign  accounts  and  inter- 
national transactions  than  now.  While  such  information  would  certainly  be  of 
use  in  reducing  such  evasion,  there  are  limits  to  the  benefits  of  the  proposals  so 
far  made.  We  believe  our  effectiveness  in  law  enforcement  would  be  enhanced  if 
the  Internal  Revenue  Code  were  amended  to  provide  rebuttable  presumptions  that 
persons  who  engage  in  certain  international  transactions  and  who  do  not  furnish 
satisfactory  information  with  respect  thereto  are  dealing  with  their  own  untaxed 
income. 

Legislative  implementation  of  the  presumptions  would  be  through  amendment 
to  the  Internal  Revenue  Code.  The  Treasury  has  discussed  these  matters  with  th? 
staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation  and  is  developing 
proposals  for  submission  to  the  House  Ways  and  Means  Committee  and  the 
Senate  Finance  Committee. 

5.  Administrative  measures. — The  previous  four  parts  of  the  Treasury's  pro- 
gram to  deal  with  tax  evasion  and  other  crimes  facilitated  by  the  u.se  of  foreign 
bank  accounts  have  involved  rules  which  would  be  applicable  to  taxpayers  or 
financial  institutions.  There  is,  however,  an  important  additional  element  that  is 
necessary  to  make  any  law  enforcement  system  work — adequate  numbers  of  in- 
formed personnel  and  vigorous  and  comprehensive  enforcement.  The  measures 
made  available  by  the  new  legislation  would  require  additional  manpower. 

A  number  of  new  approaches  are  being  considered,  including  the  establishment 
of  a  specialized  group  in  the  National  Oflice  of  the  Internal  Revenue  Service, 
with  expertise  in  foreign  banking  and  international  tran.sactions  and  the  various 
possibilities  for  obtaining  information.  This  group  would  be  immediately  avail- 
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able  to  field  agents  for  consultation  and  guidance  in  cases  which  involve  or  might 
involve  an  undisclosed  foreign  account  or  international  transaction.  In  addition, 
new  instructions  are  being  prepared  for  use  by  field  agents  which  would  require 
informing  the  National  Ofl5ce  at  an  early  stage  about  cases  involving  foreign 
banks  for  possible  requests  for  information  to  foreign  governments  under  treaty 
provisions. 

The  Internal  Revenue  Service  also  is  evaluating  whether  it  has  in  the  past 
fully  used  the  information  which  it  has  been  able  to  obtain  to  draw  inferences 
as  to  untaxed  income.  This  i.s  closely  related  to  the  statutory  pre.'^umptions 
discussed  above.  While  statutory  presumptions  will  add  strength  to  the  infer- 
ences that  are  appropriate,  even  without  these  presumptions  we  believe  that 
inferences  can  be  properly  drawn  and  tax  liability  established  based  on  infor- 
mation which  heretofore  has  not  been  considered  sufficient  to  support  a  claim. 

The  Treasury  recognizes  that  increased  audit  and  enforcement  activity  will 
require  additional  manpower  and  perhaps  data  processing  facilities  in  the 
Internal  Revenue  Service.  Every  attempt  will  be  made  to  obtain  sufficient  funds 
for  these  needs  and  Bureau  of  Customs'  needs  in  forthcoming  Ti'easury  appro- 
priation requests. 

III.  The  Administration's  proposal  for  obtaining  domestic  information 

In  addition  to  dealing  with  the  problem  of  secret  foreign  bank  accounts. 
S.  3678  and  H.R.  15073  also  deal  with  a  basically  separate  problem  area,  law 
enforcement  in  a  purely  domestic  context.  Two  provisions  are  involved :  require- 
ments for  recordkeeping  by  banks  and  other  financial  institutions  of  records  of 
domestic  financial  transactions,  and  Treasury  Currency  Reports. 

1.  Domestic  transaction  records  of  banks  and  other  institutions. — While  un- 
limited requirements  for  recordkeeping  by  banking  institutions  of  all  domestic 
transactions  are  undesirable  and  unneces.sary,  records  of  certain  domestic  trans- 
actions are  often  e-ssential  in  the  fight  against  tax  evasion  and  other  crime, 
especially  organized  crime. 

Therefore,  we  recommend  that  the  legislation  provide  discretionary  authority 
in  the  Seci'etary  of  the  Treasury  to  require  that  banks  and  other  financial 
institutions  maintain  such  records  of  domestic  transactions  as  may  be  specified 
in  regulations.  Regulations  would  be  developed  to  identify  the  types  of  docu- 
ments subject  to  these  requirements,  specify  the  minimum  amounts,  establish 
the  classification  of  documents  (such  as  checks  paid  or  checks  deposited)  and 
other  classifications  subject  to  these  requirements  and  specify  the  retention 
periods. 

2.  Treasury  currency  reports. — Turning  to  the  second  domestic  requirement, 
financial  institutions  currently  are  required  to  file  Treasury  currency  reports 
in  cases  where  per.sons  who  use  their  facilities  engage  in  "unu.sual"  currency 
tran.sactions.  The  present  system  has  not  been  adequate  because  the  concept  of 
an  "unusual"  tran.«action  has  been  subject  to  differing  interpretations.  Also, 
financial  institutions  may  not  have  always  sufficiently  verified  whether  the  iier- 
son  engaging  in  the  tran.^action  has  furnished  his  correct  name  and  address. 

We  support  in  general  the  concept  of  sections  221  and  222  of  H.R.  15073  and 
S.  3678  for  a  new  statutory  basis  for  Treasury  currency  reports,  provided  that 
these  reports  are  limited  by  statute  to  those  concerning  transactions  likely  to 
have  a  high  degree  of  usefulness  in  criminal,  tax,  or  regulatory  investigations 
or  proceedings. 

The  following  summarizes  the  legislative  aspects  of  the  Treasury  proposals : 

— A  bill  (i)  requiring  U.S.  bank.s  and  other  financial  institutions  to  maintain 
records  of  specified  international  transactions,  (ii)  requiring  persons  importing 
or  exporting  from  the  United  States  large  amounts  of  currency  or  its  equiva- 
lent to  file  reports,  (iii)  authorizing  the  Secretary  of  the  Treasury  to  impose 
recordkeeping  requirements  on  banks  and  other  financial  institutions  with  re- 
spect to  domestic  transactions,  and  (iv)  requiring  Treasury  currency  reports, 
to  the  extent  it  is  found  that  such  records  and  reports  are  likely  to  have  a  high 
degree  of  usefulness  in  criminal,  tax  and  regulatory  inve-sitigations  and 
proceedings ; 

— A  bill  amending  the  Internal  Revenue  Code  to  provide  a  specific  penalty 
for  failure  to  comply  with  the  foreign  account  disclosure  requirement  and  to 
provide  statutory  presumptions  that  TT.S.  taxpayers  engaging  in  certain  foreign 
transactions  and  not  furnishing  complete  information  with  respect  thereto  are 
dealing  with  their  own  untaxed  income. 
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H.R.  16444,  prepared  by  the  Treasury  and  introduced  by  Representative  Wid- 
nall  on  March  12,  1970,  would  provide  the  legislative  framework,  other  than 
the  Internal  Revenue  Code  amendments,  for  the  enforcement  system  which  we 
recommend.  We  would  recommend  amending  H.R.  16444  to  specify  the  required 
records  of  international  transactions  in  a  separate  section.  In  addition,  I  am 
sure  that  Treasury  and  congressional  staffs  could  make  a  number  of  technical 
improvements. 

IV.  Administration  position  on  extending  margin  requirements  to  borrowers 
and  restricting  dealings  with  foreign  finanical  agencies 

1.  Margin  reqtiircmcnts. — Section  301  of  the  bills  would  give  the  Federal 
Reserve  Board  clear  authority  to  apply  margin  requirements  not  only  to  lenders 
but  also  to  borrowers.  Tliis  is  an  entirely  new  concept  in  the  regulation  of  credit 
as-i  margin  rules  have  been  only  applied  in  the  past  to  lenders. 

The  Administration  supports  the  extension  of  the  margin  requirements  to 
borrowers  provided  it  is  made  clear  that  this  is  not  intended  to  regulate  the 
availability  of  credit  abroad  to  foreigners.  Therefore,  section  301  should  be 
amended  to  provide  that  only  borrowers  who  are  American  citizens  or  residents 
and  foreign  persons  controled  by  or  acting  for  them  are  subject  to  these  re- 
quirements. In  addition,  it  should  be  made  clear  that  the  requirements  are 
applicable  only  with  respect  to  the  purchase  of  U.S.  securities,  or  of  foreign 
securities  where  the  transaction  is  executed  in  the  United  States. 

It  is  not  our  intention  to  engender  direct  jurisdictional  conflicts  with  foreign 
countries  which  have  sovereign  authority  to  regulate  the  availability  of  their 
own  domestic  credit.  Any  problems  that  may  be  raised  by  foreign  participa- 
tion in  our  securities  markets  should  be  approached  through  international 
cooperation. 

2.  Restricting  dealing  with  foreign  financial  agencies. — A  new  section  appears 
in  S.  3678  which  does  not  appear  in  H.R.  15073  which  aims  at  identifying  users 
of  foreign  financial  facilities.  The  new  provision,  Title  IV  of  S.  3678,  would 
accomplish  this  objective  by  providing  that  no  person  may  effect  any  transaction 
in  a  domestic  security  within  the  United  States  if  such  transaction  was  ini- 
tiated by  a  foreign  financial  agency,  unless  such  person  either  obtains  from 
the  foreign  financial  agency  the  identity  of  all  i>ersons  having  any  beneficial 
interest  in  the  ti-ansaction,  or  has  in  good  faith  accepted  a  certification  from 
the  foreign  financial  agency  that  no  citizen  or  resident  of  the  United  States 
had  any  beneficial  interest  in  the  transaction.  In  addition,  it  provides  that  any 
U.S.  citizen  or  resident  who  purcha.ses  or  sells  domestic  securities  through  a 
foreign  financial  agency  must  both  authorize  that  foreign  financial  agency  to 
disclose  the  citizen's  or  resident's  identity  to  the  U.S.  broker  or  dealer  execut- 
ing the  transaction  and  file  periodic  reports  with  the  Securities  and  Exchange 
Commission  disclosing  details  of  purchases  and  sales  as  may  be  required  by 
the  SEC. 

We  must  be  careful  to  avoid  provisions  that  are  too  stringent  and  which  may 
have  the  effect  of  impeding  the  channels  of  trade  and  this  defect  exists  in 
Title  IV. 

Moreover,  I  believe  that  foreign  financial  agencies  might  find  it  extremely 
difficult  to  comply  with  this  provision.  Even  with  the  best  of  will,  a  foreign 
financial  agency  might  be  unaware  of  the  real  parties  in  interest  in  a  trans- 
action. Consequently,  fear  of  the  consequences  of  failure  to  comply  with  this 
section,  particularly  if  criminal  or  other  penalties  were  to  attach  to  a  false 
identification  or  certification,  could  have  serious  effects  on  the  willingness  of 
foreigners  to  invest  in  the  United  States.  Thus,  this  provision  is  likely  to  produce 
little  in  the  way  of  reliable  information  and  could  have  limiting  effects  on  in- 
vestment in  the  U.S. 

At  the  same  time.  Title  IV  would  put  a  heavy  administrative  burden  on  those 
foreign  securities  dealers  and  banks  seeking  to  make  portfolio  investments  in 
the  United  States.  Yet  the  information  obtained  under  Title  IV  would  in  part 
duplicate  information  obtainable  under  other  provisions  of  the  bill  which  will 
achieve  many  of  the  same  objectives  as  those  sought  to  be  accomplished  by 
Title  IV,  but  without  the  significant  drawbacks  of  this  provision. 

For  these  important  reasons,  the  Treasury  recommends  the  deletion  of  this 
provision  from  S.  3678.  In  our  view  it  does  not  meet  the  goals  set  by  Senator 
Froxmire  in  introducing  S.  3678  that,  "Our  law  enforcement  authorities  need 
additional  tools  to  trace  the  international  flow  of  funds  into  and  out  of  the 


EXHIBITS  393 

United   States   without  impairing  the  international  niohilitj'  of  capital  or  in- 
fringing upon  the  sovereign  rights  of  foreign  countries." 

V.  Proposed  Amendments  to  H.R.  15073  and  S.  3678 

Wliile  H.R.  15073  and  S.  3078  incorporate  a  number  of  Treasury  recommended 
improvements,  furtlier  amendments  are  required  to  insure  adequate  enforce- 
ment authority  and  responsibility  and  eliminate  provisions  wliich  would  or 
could  lead  to  unnecessary  and  counterproductive  paper  work  and  potentially 
unwarranted  invasions  of  privacy.  I  will  outline  in  this  statement  the  principal 
amendments  which  the  Treasury  feels  are  necessary.  These  and  other  amend- 
ments which  we  urge  are  discussed  in  Attachment  B.  I  have  already  stated 
our  views  on  the  margin  requirements  provision  and  on  the  provision  restrict- 
ing dealings  with  foreign  financial  agencies. 

The  major  additional  amendments  which  we  suggest  in  S.  3678  and  H.R.  15073 
are  as  follows : 

A.  Purpose. — As  introduced,  H.R.  15073  stated  a  number  of  purposes,  includ- 
ing facilitating  the  .supervision  of  the  business  of  banking,  the  establishment  of 
civil  liabilities,  the  regulation  of  the  value  of  money  and  the  collection  of  sta- 
tistics necessary  for  the  formulation  of  monetary  and  economic  iwlicy.  The 
Treasury  argued  that  the  only  proper  purpose  of  H.R.  15073  is  to  assist  criminal, 
tax  and  regulatory  investigations  and  proceedings.  Title  I  of  H.R.  15073  was 
amended  in  the  House  in  conformity  therewith  and  Title  I  of  S.  3678  also  reflects 
this  view. 

However,  the  stated  purposes  of  Title  II.  set  forth  in  Section  202  of  H.R.  15073 
and  S.  3678,  have  not  been  changed.  Section  202  still  provides,  "The  puri>osesi  of 
thi.s  title  are  (1)  to  facilitate  the  supervision  of  financial  institutions  properly 
subject  to  Federal  supervision,  (2)  to  aid  duly  constituted  authorities  in  lawful 
investigations,  and  (3)  to  provide  for  the  collection  of  statistics  necessary  for 
the  formulation  of  monetary  and  economic  policy." 

The  Treasury  urges  that  Section  202  be  amended  to  make  it  clear  that  the 
only  purpose  of  Title  II  is  to  assist  criminal,  tax  and  regulatory  investigations 
and  proceedings.  The  need  for  such  a  change  is  esi)ecially  great  in  view  of  the 
growing  concern  in  America  over  possible  incursions  by  Government  into  in- 
dividual privacy. 

AVhere  reporting  is  recommended,  as  in  the  case  of  the  Treasury  currency 
reix)rts.  the  purixjse  of  the  requirement  should  be  appropriately  limited.  If 
such  reporting  requirements  are  limited  to  those  transactions  likely  to  have 
a  high  degree  of  usefulness  in  criminal,  tax,  or  regulatory  investigations  or 
proceedings,  the  potential  unnecessary  incursions  on  jjersonal  privacy  would  be 
limited  ;  such  might  not  be  the  case  under  present  S.  3678  and  H.R.  15073  lan- 
guage which  permits  the  requiring  of  reports  without  any  comparable  purpose 
limitation. 

Limiting  the  purpose  of  the  bill  is  also  important  because  under  section  204  the 
authority  of  the  Secretary  of  the  Treasury  to  prescribe  regulations  for  the  im- 
plementation of  Title  II  is  limited  to  those  "he  may  deem  appropriate  to  carry 
out  the  purposes  of  this  title." 

B.  Unnecessary  and  counter-productive  domestic  records. — Both  bills  provide 
that— 

"(d)  Each  insured  bank  shall  make,  to  the  extent  that  the  regulations  of  the 
Secretary  so  require — 

"(1)   A  photocopy  or  other  copy  of  each  check,  draft,  or  .similar  in.strument 
drawn  on  it  and  presented  to  it  for  payment ;" 
In  addition,  H.R.  15073,  but  not  S.  3678,  provides  : 

"(i)  Notwithstanding  any  other  provisions  of  this  section  the  recordkeeping 
requirements  referred  to  in  this  section  shall  not  apply  to  domestic  financial 
transactions  involving  less  than  $500." 

There  seems  to  be  .some  disagreement  as  to  the  meaning  of  these  provisions. 
Our  concern  is  that  the  basic  provision  might  be  interpreted  as  requiring  the 
Secretary  of  the  Treasury  to  issue  regulations  providing  that  all  banks  photo- 
copy all  checks  drawn  on  them,  or  under  the  House  bill  all  checks  except  checks 
of  less  than  $500  used  in  domestic  financial  tran.sactions. 

We  believe  tliat  the  imposition  of  an  all-encompassing  requirement  to  photo- 
graph all  checks  drawn  on  U.S.  banks  (with  or  without  a  $500  domestic  exclu- 
sion) could  be  impractical,  wasteful,  and  counter-productive. 

In  excess  of  20  billion  checks  are  drawn  annually  in  the  United  States  and 
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flow  through  the  banking  system  and  only  a  small  percentage  of  these  are  likely 
to  be  of  use  in  criminal,  tax  or  regulatory  investigations  and  proceedings.  In 
designing  recordkeeping  requirements,  a  balance  has  to  be  struck  between  the 
cost  to  maintain  the  records  (and  let  us  be  sure  to  recognize  that  this  cost  will 
be  borne  by  the  American  public  that  uses  the  banks)  and  their  likely  use  in 
investigations  and  proceedings. 

While  the  Treasury  has  developed  precise  recommendations  as  to  the  records 
of  foreign  transactions  which  banks  and  other  institutions  should  be  required  to 
maintain,  neither  Treasury  nor  any  other  group  has  done  adequate  work  so 
as  to  determine  the  records  of  purely  domestic  transactions  which  are  likely  to 
have  a  high  degree  of  usefulness  in  criminal,  tax  and  regulatory  investigations 
and  proceedings.  We  feel  that  it  is  unwi.se  to  adopt  legislation  with  such  man- 
datory requirements  on  the  ground  that  the  cost  of  compliance  is  not  great 
without  .some  better  idea  of  the  use  to  which  such  records  could  be  put,  how  this 
might  be  accomplished  and  the  costs  involved. 

C.  Sections  241  and  2J/2. — Sections  241  and  242  authorize  the  Secretary  of  the 
Treasui-y  to  impose  four  independent  tyi>es  of  requirements  in  connection  with 
international  transactions  and  relationships:  (.1)  repox'ting  by  financial  in.stitu- 
tions  of  their  clients'  international  transactions  and  i-elation.ships ;  (2)  reporting 
of  international  transactions  and  relationship.s  by  the  principals;  (3)  record- 
keeping by  financial  institutions  of  their  clients'  international  transactions  and 
relationships;  and  (4)  recordkeeping  of  international  transiaetions  and  relation- 
ships by  the  principals. 

As  I  stated  in  connection  with  the  international  transactions  records  of  banks 
and  other  financial  institutions,  legislation  for  reports  of  international  transac- 
tions by  such  institutions  is  not  desirable.  As  for  the  other  three  types  of  re- 
quirements which  sections  241  and  242  would  permit,  one  is  inappropriate 
(reports  of  foreign  transactions  by  princii>als)  while  another  is  duplicative  (re- 
quired recordkeeping  by  principals).  The  only  proi>er  use  of  the.se  sections  would 
be  to  impose  international  recordkeeping  requirements  on  banks  and  other 
financial  institutions.  If  these  sections  are  to  be  used  for  that  purpo.se,  they 
should  be  amended  along  the  lines  that  I  have  indicated  above  and  to  delete 
the  inappropriate  and  duplicative  material. 

D.  Administrative  rcsponsihility  and  autliority. — The  Treasury  Department 
believes  that  the  intent  of  the  bills  is  to  assign  to  the  appropriate  Federal  agency 
the  responsibility  to  make  sure  that  banks,  brokers  and  other  financial  insti- 
tutions are  complying  with  the  requirements  imposed  upon  them  by  the  bills 
and  the  regulations  issued  thereunder.  Such  an  intent  was  made  specific  in 
H.R.  16444,  which  states  the  responsibility  of  the  Secretary  of  the  Treasury  to 
assure  that  the  requii'ements  of  the  bill  are  being  carried  out  and  to  make 
appropriate  delegations  to  that  end.  We  urge  that  a  similar  provision  be  in- 
clude^l  in  the  legislation  enacted. 

Section  302(g)  of  H.R.  1(3444  specifically  authorizes  the  Secretary  of  the 
Treasury  to  prescribe  regulations  including  "the  procedures  to  be  followed  by 
the  Bureiau  of  Customs,  including  border  and  mail  checks,  to  assure  compliance 
with  the  requirements  imposed  by  this  chapter."  While  it  is  believed  the  intent 
of  H.R.  15073  and  S.  3678  is  to  authorize  such  procedures,  it  would  seem  desir- 
able if  the  bills  contained  a  provision  similar  to  that  in  H.R.  16444. 

E.  Inconsistency  with  8.  30,  the  Oi-ganizcd  Crime  Control  Act. — We  endorse 
the  recommendation  of  Assistant  Attorney  General  Wilson  that  the  immunity 
provision  set  forth  in  section  211  either  be  deleted  or  made  consistent  with  the 
testimonial  immunity  approach  contained  in  S.  30,  the  Organized  Crime  Control 
Act. 

These  and  other  changes  which  are  discus.sed  in  Attachment  B  are  needed 
to  make  S.  3678  and  H.R.  15073  a  more  effective  and  efficient  tool  in  criminal, 
tax,  and  regulatory  investigations  and  proceedings  without  undue  cost  or  inter- 
ference with  the  other  national  policies  which  I  referred  to  at  the  beginning 
of  this  statement. 

Conclusion 

The  Treasury  has  luidertaken  actively  and  vigorou.sly  to  curtail  the  use 
of  foreign  bank  accounts  and  international  transactions  for  tax  evasion  and 
other  crimes.  Our  program  includes  administrative  action,  new  regulations, 
treaty  negotiations,  legislative  proposals,  and  cooi>eration  with  the  private  sec- 
tor. Today  I  have  presented  our  proposals  for  legislation  and  for  improvements 
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in  the  bills  before  this  committee  which  legislation  we  urge  the  committee  to 
adopt.  We  believe  that  such  legislation  would  contribute  to  our  efforts  to  curb 
tax  evasion  and  other  crimes  by  U.S.  citizens  and  residents  where  foreign  ac- 
counts and  international  financial  transactions  are  involved  assuming  budgetary 
resources  for  proper  enforcement  are  obtained.  However,  past  experience  in- 
dicates that  no  system  is  foolproof.  We  will  continue  to  be  alert  to  new  devices 
developed  by  those  seeking  to  evade  taxes  or  otherwise  violate  our  criminal  laws. 
We  feel  that  the  measures  that  we  have  undertaken  and  the  legislation  we 
have  recommended,  when  fully  utilized  by  the  Internal  Revenue  Service  and 
other  Federal  law  enforcement  agencies,  will  result  in  improvement  in  our 
continuing  efforts  to  curb  tax  evasion  and  other  white  collar  crimes  as  well 
as  to  suppress  organized  crime. 

ATTACHMENT  A 

June  9,  1970. 

INTERNATIONAL    TRANSACTIONS    RECORDKEEPING    BY    BANKS    AND    OTHER    FINANCIAL 
INSTITUTIONS    TREASURY'S    PROPOSAL    AS    TO    RECORDS    TO    BE    REQUIRED 

(1)  Records  of  foreign  remittances  transferring  funds  abroad.- — In  a  typical 
foreign  remittance  transaction,  a  U.S.  bank  or  other  financial  institution  such  as 
a  currency  exchange,  pursuant  to  a  request  by  a  customer,  will  instruct  either  by 
airmail  or  cable  a  foreign  correspondent  bank  (or  its  foreign  office)  to  pay  either 
directly  or  through  another  institution  a  specified  amount  to  a  designated  per- 
son located  in  the  area  of  the  foreign  bank  with  reimbursement  effected  through 
either  the  foreign  bank's  dollar  account  in  the  U.S.  bank  or  the  foreign  currency 
account  of  the  U.S.  bank  at  the  foreign  bank.  The  customer  of  the  U.S.  bank  will 
either  instruct  the  U.S.  bank  to  charge  the  customer's  account  with  the  amount 
of  the  remittance  or  furnish  funds  in  that  amount.  Under  our  proposal,  the 
U.S.  bank  would  be  required  to  maintain  the  application  for  the  remittance,  or  a 
copy,  including  the  identification  of  its  customer,  and  a  copy  of  the  remittance. 
Regulations  would  specify  the  minimum  information  to  be  set  forth  on  this  and 
other  applications  made  a  part  of  the  required  records. 

(2)  Records  of  foreign  remittances  transferring  funds  to  the  United  States. — 
This  is  the  converse  case  to  the  one  just  described.  U.S.  banks  instructed  by 
foreign  banks  to  make  a  payment  either  directly  or  through  another  institution 
would,  under  our  proposal,  be  required  to  keep  records  of  the  instructions  and 
payment  including,  in  the  case  of  the  bank  actually  making  the  payment,  the 
identification  of  the  payee. 

(3)  Records  of  checks  negotiated  abroad  and  foreign  credit  card  purchases. — 
Checks  drawn  on  U.S.  banks,  including  cashier's  checks  issued  by  U.S.  banks, 
which  are  sent  outside  the  United  States  are  generally  forwarded  by  foreign 
banks  (or  foreign  offices  of  U.S.  banks)  to  their  U.S.  correspondents  banks 
(or  to  their  head  offices)  for  immediate  credit  or  for  collection.  The  foreign  bank 
transmits  the  checks  with  a  "cash  letter."  We  recommend  that  the  first  bank 
located  in  the  United  States  to  receive  a  cash  letter  from  abroad  be  required  to 
keep  a  microfilm  or  other  copy  of  each  check  of  $1,000  or  more  and  the  cash 
letter.s  transmitting  such  checks.  In  addition,  since  credit  card  charges  of  for- 
eign purchases  have  the  same  effect  as  checks  negotiated  abroad.  United  States 
institutions  whose  credit  cards  can  be  employed  to  obtain  credit  overseas  also 
would  be  required  to  maintain  records  of  each  foreign  charge  of  $1,000  or  more. 

(4)  Records  of  foreign  checks  transmitted  abroad,  for  collection. — A  U.S.  bank 
transmitting  abroad  checks  drawn  on  foreign  banks  paid  to  U.S.  beneficiaries 
would  be  required  to  keep  a  microfilm  or  other  copy  of  the  checks. 

(5)  Records  of  foreign  drafts.- -A  foreign  draft  (also  called  a  banker's  draft) 
is  like  a  cashier's  check  in  that  both  involve  the  obligation  of  a  bank.  A  cashier's 
check  is  payable  by  the  bank  from  which  it  is  purchased,  while  a  foreign  draft 
is  drawn  on  a  foreign  correspondent  bank  of  the  bank  where  the  draft  is  pur- 
chased. The  purchaser  sends  or  carries  the  check  or  draft  to  the  foreign  country 
himself.  Under  the  Treasury  recommendations,  a  U.S.  bank  selling  a  foreign 
draft  would  be  required  to  maintain  the  application  of  its  customer,  and  a  copy 
of  the  draft  itself.  Conversely,  U.S.  banks  would  be  required  to  maintain  a  copy 
of  foreign  drafts  sold  by  foreign  banks  which  are  payable  in  the  United  States, 
and  maintain  records  of  the  identification  of  the  payee. 

(6)  Records  of  letters  of  credit  and  documentary  collections. — With  respect 
to  letters  of  credit,  including  travelers'  letters  of  credit,  issued  by  U.S.  banks  and 
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by  foreign  banks,  and  documentary  t-ollections  employed  in  export  and  import 
transactions,  U.S.  banks  also  would  have  to  maintain  records  along  the  lines 
customarily  maintained  by  most  banks  which  engage  in  such  transactions. 

ATTACHMENT  B 

June  9,  1970. 

TREASURY    DEPARTMENT    RECOMMENDED    AMENDMENTS    TO    S.     367  8     AND    H.R.     15073 

1.  Title  I — Financial  institution  records  of  domestic  transactions 

The  Treasury  Department  took  separate  approaches  to  recordkeeping  of  inter- 
national and  domestic  transactions  in  the  statements  of  Assistant  Secretary  of 
the  Treasury  Rossides  before  the  Subcommittee  on  Financial  Institutions  of  the 
Senate  Banking  and  Currency  Committee  on  June  9,  1970,  and  before  the  Hou.se 
Banking  and  Currency  Committee  on  March  2,  1970.  With  respect  to  inter- 
national transactions  it  listed  six  specific  types  of  records  which  it  thought 
.should  be  required,  while  with  respect  to  domestic  tran.sactions  it  left  the  specific 
requirements  to  future  development.  The  reason  for  this  is  simple.  The  Treasury 
Task  Force  on  Secret  Foreign  Bank  Accounts  concentrated  on  its  assigned 
problem — evasion  aided  by  international  means — and  was  able  to  develop  record- 
keeping requirements  responsive  to  the  relevant  international  transactions.  The 
Treasury  Task  Force  then  turned  to  the  question  of  evasion  involving  purely 
domestic  transactions,  but  concluded  that  insufficient  work  had  been  completed 
to  enable  it  to  recommend  specific  recordkeeping  requirements  which  would 
have  a  maximum  law  enforcement  potential  with  a  minimum  of  interference  with 
commerce  and  a  minimum  cost  to  financial  institutions  and  their  customers.  The 
Treasury  therefore  suggested  that  the  resiwnsibility  for  developing  specific 
dome.stic  requirements  be  assigned  to  the  Secretary  of  the  Treasury. 

As  introduced,  H.R.  15073  would  have  required  each  insured  bank  to  photocopy 
all  checks  drawn  on  it  and  presented  to  it  for  payment.  Largely  in  response  to 
the  views  expressed  by  the  Treasury,  the  House  Banking  and  Currency  Com- 
mittee adopted  a  number  of  amendments  which  reduced  this  inflexibility. 

Although  not  recommended  by  the  Trea.sury,  one  amendment  added  to  new 
section  21  of  the  Federal  Deposit  Insurance  Act,  sub.section  (i)  provided: 
"Notwithstanding  any  other  provisions  of  this  .section  the  recordkeeping  require- 
ments referred  to  in  this  section  shall  not  apply  to  domestic  financial  transactions 
involving  less  than  $500." 

The  committee  also  amended  .subsection  (d)  of  new  .section  21  to  provide: 
"Each  insured  bank  shall  make,  to  the  extent  that  the  regulations  of  the  Secre- 
tary so  require,  (1)  a  photocopy  or  other  copy  of  each  check,  draft,  or  similar 
instrument  drawn  on  it  and  pre.sented  to  it  for  payment."  The  addition  of  the 
words  "to  the  extent  that  *  *  *  so  require"  would  appear  to  be  a  clear  grant 
of  power  to  the  Secretary  of  the  Treasury  to  provide  that  the  photocopying 
requirement  does  not  extend  to  all  international  transactions  and  to  all  domestic 
transactions  involving  $500  or  more.  In  other  words,  he  is  given  the  authority  to 
prescribe  the  extent  of  the  photocopying  requirement.  While  the  committee 
report  recognizes  this  power,  it  indicated  that,  in  view  of  the  congressional 
findings,  the  Secretary  is  left  with  "little  choice  but  to  require,  iipon  the  effec- 
tive date  of  the  legislation,  that  banks  photocopy  all  checks  except"  tho.se  cov- 
ered by  the  $500  exemption  provision.  But  the  report  does  recognize  that  "the 
Secretary's  duty  to  impose  such  a  requirement  is  neither  absolute  nor  perma- 
nent." In  introducing  S.  3678  on  April  6,  1970,  which  contains  a  new  .section  21 
similar  to  that  in  H.R.  15073  as  passed  except  that  S.  3678  does  not  contain  the 
less-than-$500  exemption  provision,  Senator  Proxmire  explained  the  authority 
of  the  Secretary  as  follows :  "Nonetheless,  the  expense  involved  might  outweigh 
the  potential  benefit  and  for  this  reason,  the  Secretary  of  the  Treasury  is  given 
full  authority  to  exempt  certain  classes  of  checks  from  the  photocopy 
requirement." 

The  Treasury  is  concerned  that  the  language  of  Subsection  (d)  and  the 
somewhat  conflicting  statements  of  legislative  intent  might  lead  to  an  interpre- 
tation requiring  the  Secretary  of  the  Treasury  to  issue  regulations  providing 
that  all  banks  photocopy  all  checks  drawn  on  them,  or,  under  H.R.  15073,  all 
checks  except  checks  of  less  than  $500  u.«ed  in  domestic  financial  transaction.s. 

Since,  as  indicated  above,  additional  work  must  be  done  to  develop  efficient 
recordkeeping  requirements  for  domestic  transactions.  Treasury  urges  that  the 
bill  be  further  amended  to  eliminate  the  reference  to  specific  types  of  domestic 
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records,  and  to  place  the  responsibility  to  develop  specific  requirements  on  the 
Secretary  of  the  Treasury.  Regulations  would  be  developed  to  identify  the  tyi^es 
of  documents  subject  to  these  requirements,  specify  the  minimum  amounts, 
establish  the  classification  of  documents  (such  as  checks  paid  or  checks  deposited) 
and  other  classifications  subject  to  these  requirements. 

It  would  be  unwise  to  adopt  legislation  with  such  mandatory  requirements 
without  greater  knowledge  of  the  use  to  which  such  records  could  be  put,  and 
little  more  than  a  cursory  idea  of  the  costs  involved. 

It  should  also  be  noted  that  the  $500  domestic  exemption  provision  contained 
in  H.R.  15073  most  likely  would  not  accomplish  its  apparent  purpose,  to  eliminate 
the  recordkeeping  requirements  in  connection  with  relatively  small  domestic 
checks.  It  would  be  impossible  for  banks  to  ascertain  with  certainty  whether  a 
particular  small  check  was  negotiated  abroad  or  was  a  domestic  item.  One  could 
not  tell  simply  from  the  name  of  the  endorser  whether  a  check  were  endorsed 
abroad.  Therefore,  in  order  to  be  in  certain  compliance  with  the  international 
recordkeeping  requirement  which  has  no  minimum  exemption,  banks  would  have 
to  microfilm  all  checks  regardless  of  amount. 

2.  Type  of  records 

Title  I  of  both  bills  contains  language  related  to  recordkeeping  requirements 
in  terms  of  "photocopies"  and  "a  photocopy  or  other  copy"  of  enumerated  instru- 
ments. This  terminology  raises  a  possible  implication  that  only  hard  copies  rather 
than  microfilm  or  other  film  records  would  be  acceptable  or  could  be  required  by 
the  Secretary  in  lieu  of  actual  photocopies.  Since  microfilm  is  much  less  expensive 
than  hard  copy  processes  and  provides  acceptable  reproductions  of  the  records 
in  question,  it  is  suggested  that  the  use  of  the  term  "photocopies"  in  section 
21(a)(1)  and  "photocopy  or  other  copy"  in  section  21(d)(1)  be  replaced  by 
"microfilm  or  other  reproductions"  and  "microfilm  or  other  reproduction" 
resi>ectively. 

3.  Records  of  identity  of  customers  and  signatories 

Subsection  (c)  of  new  section  21  of  the  Federal  Deposit  Insurance  Act  provides  : 
"Each  insured  bank  shall  maintain  such  records  and  other  evidence  as  the 
Secretary  shall  require  of  the  identity  of  each  person  having  an  account  with  the 
bank  and  of  each  individual  authorized  to  sign  checks,  make  withdrawals,  or 
otherwise  act  with  respect  to  any  such  account."  The  Treasury  agrees  with  the 
purpose  of  this  provision,  but  believes  that  the  Secretary  of  the  Treasury  should 
specifically  be  given  the  authority  to  establish  exemptions.  For  example,  it  might 
be  decided  to  limit  the  requirement  for  identity  records  to  certain  types  of 
accounts  involving  minimum  amounts  or  to  exclude  from  the  identity  record 
requirements  employees  with  authority  to  sign  checks  or  make  deposits  where  the 
account  owner  maintains  complete  personnel  records. 

4.  Annual  Report  to  Congress 

Subsection  (h)  of  new  section  21  of  the  Federal  Deposit  Insurance  Act  pro- 
vides :  "The  Secretary  shall  make  an  annual  report  to  the  Congress  of  his 
implementation  of  the  authority  conferred  by  this  section  and  any  similar 
autliority  with  respect  to  recordkeeping  or  reporting  requirements  conferred  by 
other  provisions  of  law."  The  Secretary  of  the  Treasury  already  makes  an  annual 
report  to  Congress  and  it  should  be  made  clear  that  the  information  requirement 
by  subsection  (h)  may  be  furnished  as  part  of  that  report. 

5.  Geographical  scope 

In  accordance  with  recommendations  made  by  the  Treasury,  the  geographical 
scope  of  Title  II  of  H.R.  15073  has  been  clarified  so  that  financial  institutions  are 
subject  to  the  reiwrting  requirements  only  to  the  extent  they  perform  functions 
within  the  United  States.  Thus,  a  U.S.  branch  of  a  foreign  bank  would  be 
required  to  file  relevant  reports  while  a  foreign  branch  of  a  U.S.  bank  would 
not  be  subject  to  these  requirements.  However,  S.  3678  does  not  contain  this 
clarification,  but  rather  has  retained  in  Section  203(f)  and  (h),  the  original 
language  of  H.R.  15073,  which  could  be  construed  to  require  comparable  reports 
from  foreign  branches  of  U.S.  banks  and  other  financial  institutions.  Under  this 
language,  for  example,  any  bank  which  has  a  branch  abroad  would  be  both  a 
"domestic  financial  institution"   and  a   "foreign  financial  agency"  within  the 
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meaning  of  these  definitions  in  S.  3678.  It  is  recommended  S.  3678  be  amended 
to  conform  to  Section  203(g)  and  (h)  of  H.R.  15073. 

Moreover,  it  would  appear  that  the  Secretary  of  the  Treasui-y  does  have  author- 
ity to  similarly  confine  the  applicability  of  Title  I,  of  both  H.R.  15073  and  S.  3678 
to  oCaces  of  financial  institutions  located  within  the  United  States.  However,  it 
would  be  desirable  for  this  authority  to  be  clarified  in  both  bills. 

6.  Retention  periods 

The  bills  presently  do  not  limit  the  authority  of  the  Secretary  to  specify 
retention  periods  or  required  records.  It  is  recommended  the  bills  prescribe  a 
general  6-year  retention  i>eriod  with  authority  conferred  on  the  Secretary  to 
reduce  the  period  generally  or  for  specific  types  of  records.  It  should  also  be 
provided  that  any  record  which  has  been  called  for  by  a  Federal  agency  in  con- 
nection with  an  investigation  or  proceeding  must  be  retained  while  the  investiga- 
tion or  proceeding  is  pending. 

7.  Types  of  institutions  to  maintain  records  or  file  reports 

With  respect  to  the  persons  engaged  in  various  businesses  which  must  maintain 
records  under  Title  I  of  the  bills,  it  should  be  noted  that  in  section  123,  S.  3678 
applies  to  a  much  narrower  group  of  functions  than  H.R.  15073.  The  reason  for 
this  is  not  clear.  Since  the  purpose  of  this  section  should  be  to  eliminate  potential 
loopholes  which  otherwise  could  permit  the  international  transfer  of  funds 
through  businesses  which  would  not  have  to  maintain  records  of  such  tranfers,  it 
is  recommended  the  language  of  section  123  in  S.  3678  be  amended  to  be  consistent 
with  and  as  broad  as  the  language  of  H.R.  15073. 

With  respect  to  the  definition  of  a  "financial  institution"  found  in  section  203(e) 
of  Title  II  of  the  bills,  the  New  York  Clearing  House  has  recommended  it  be 
broadened  to  also  include  specifically  agencies  within  the  United  States  of 
foreign  banks,  travel  agencies,  licensed  transmitters  of  funds,  and  telegraph 
companies.  The  Treasury  believes  this  recommendation  has  merit. 

8.  Purpose  of  Title  II 

As  originally  introduced,  H.R.  15073  stated  a  number  of  purposes,  including 
facilitating  the  supervision  of  the  business  of  banking,  the  establishment  of 
civil  liabilities,  the  regulation  of  the  value  of  money  and  the  collection  of 
statistics  necessary  for  the  formulation  of  monetary  and  economic  policy.  The 
Treasury  argued  that  the  only  proper  purpose  of  the  bill  is  to  assist  criminal,  tax 
and  regulatory  investigations  and  proceedings.  The  House  accepted  this  view 
in  part  and  amended  Title  I  in  conformity  therewith.  For  example,  new  section  21 
of  the  Federal  Deposit  Insurance  Act  was  amended  by  the  House  to  provide  : 

■'It  is  the  purpose  of  this  section  to  require  the  maintenance  of  appropriate 
types  of  records  by  insured  banks  where  such  records  may  have  a  high  degree  of 
usefulness  in  criminal,  tax,  or  regulatory  investigations  or  proceedings."  (Section 
21(a)(2)). 

However,  the  stated  purposes  of  Title  II,  set  forth  in  Section  202  of  H.R.  15073 
and  S.  3678  have  not  been  changed.  Section  202  still  provides,  "The  purposes  of 
this  title  are  (1)  to  facilitate  the  supervision  of  financial  institutions  properly 
subject  to  Federal  supervision,  (2)  to  aid  duly  constituted  authorities  in  lawful 
investigations,  and  (3)  to  provide  for  the  collection  of  statistics  necessary  for 
the  formulation  of  monetary  and  economic  policy."  The  Treasury  urges  that 
Section  202  be  amended  to  make  it  clear  that  the  only  purpose  of  Title  II  is 
to  assist  criminal,  tax  and  regulatory  investigations  and  proceedings.  This  is 
especially  important  to  avoid  unnecessary  incursions  on  the  right  of  privacy.  Also, 
under  Section  204  of  the  bills  the  authority  of  the  Secretary  of  the  Treasury  to 
prescribe  regulations  for  the  implementation  of  Title  II  is  limited  to  those  "he 
may  deem  appropriate  to  carry  out  the  purposes  of  this  title." 

9.  Definition  of  monetary  instruments 

Originally  the  reporting  requirements  of  H.R.  15073  were  limited  to  specified 
transactions  in  U.S.  currency.  The  Treasury  recommended  that  this  be  enlarged 
to  include  items  equivalent  to  U.S.  currency.  The  purpose  of  this  change  was  to 
close  a  potential  loophole  through  which  reporting  requirements  could  be  avoided 
by  not  using  U.S.  currency  but  rather  its  equivalent.  The  House  Banking  and 
Currency    Committee   responded   by   extending   the   reporting   requirements    to 
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specified  transactions  in  monetary  instruments  and  Section  203  defined  "monetary 
instruments"  to  include  "coin  and  currencies  of  the  United  States,  and  in  addition 
suchi  foreign  coin  and  currencies  and  such  types  of  checks,  bills,  notes,  bonds,  or 
other  obligation  or  instruments  as  the  Secretary  may  by  regulation  specify  *  *  *" 
The  Committee  Report  on  H.R.  15073  clearly  indicates  this  definition  is  intended 
to  be  no  broader  than  to  include  "bearer  instrvunents  which  may  substitute  for 
currency."  (page  22).  In  order  to  more  restrictively  define  the  types  of  noncur- 
rency  items  included  within  the  term  "monetary  instruments"  within  the  statute 
itself,  it  is  suggested  the  definition  of  "monetary  instruments"  be  amended  to 
include  "coin  and  currency  of  the  United  States,  and  in  addition  such  foreign 
coin  and  currencies,  and  such  types  of  travelers'  checks,  bearer  negotiable  instru- 
ments, bearer  investment  securities,  or  their  equivalent,  as  the  Secretary  may 
by  regulation  specify."  The  term  "or  their  equivalent"  is  necessary  to  permit  the 
Secretary  of  the  Treasury  the  necessary  discretion  to  include  other  types  of 
instruments  which  are  easily  transferable  which  may  not  be  bearer  in  form. 
For  example,  a  nonbearer  security  accompanied  by  a  power  of  attorney  could 
be  negotiated  by  a  series  of  individuals  without  leaving  a  record  of  the  chain 
of  ownership.  The  Secretary  should  be  empowered  to  include  such  instruments 
within  the  definition  of  "monetary  instruments."  Otherwise,  serious  loopholes  in 
the  legislation  could  develop. 

10.  Inconsistency  with  S.  30,  the  Organized  Crime  Control  Act 

The  immiuiity  provision  in  S.  3678  and  H.R.  15073  is  inconsistent  with  S.  30.  the 
pending  Organized  Crime  Control  Act.  The  immunity  granted  by  Section  211  of  S. 
3678  and  H.R.  15073  would  apply  to  the  transaction  with  respect  to  which  the 
witness  is  compelled  to  testify.  On  the  other  hand,  the  policy  of  the  Administra- 
tion reflected  in  S.  30  and  as  expressed  in  the  testimony  of  Assistant  Attorney 
General  Wilson,  is  that  the  appropriate  scope  of  immunity  is  with  respect  to  the 
testimony  and  that  the  immimity  should  not  bar  prosecution  with  respect  to  the 
transactions  testified  to  if  other  evidence  is  obtained  with  respect  to  that  trans- 
action as  long  as  the  other  evidence  is  obtained  independently  of  the  testimony 
with  respect  to  which  the  immunity  applies.  Therefore,  the  Treasury  endorses  the 
recommendation  of  Assistant  Attorney  General  Wilson  that  Section  211  either  be 
deleted  or  made  to  conform  to  the  immunity  provision  now  appearing  in  S.  30. 

11.  Filing  Treasury  currency  reports 

Section  223  of  the  bill  provides  for  a  reporting  procedure  under  which  domestic 
financial  institutions  could  he  designated  to  receive  Treasury  currency  reports  to 
which  they  were  not  a  party,  and  then  transmit  them  to  the  Treasury  Depart- 
ment. Since  the  Treasury  believes  all  Treasury  currency  reports  should  be  filed 
directly  with  the  Treasury  Department,  Section  223  is  superfluous  and  should  be 
deleted. 

12.  Cumulative  exports  and  imports  of  monetary  instruments 

Section  231  of  H.R.  15073  and  S.  3678  requires  that  any  person  who  participates 
in  the  transportation  of  monetary  instruments  in  an  amount  exceeding  $5,000  on 
any  one  occasion  or  $10,000  in  any  calendar  year  to  report  such  activity  if  it  in- 
volves a  place  outside  the  United  States.  The  reporting  requirements  applicable 
to  cumulative  transportation  of  monetary  instruments  in  excess  of  $10,000  would 
be  extremely  difficult,  if  not  impossible,  to  implement  from  an  administrative 
standiK)int.  For  example,  if  an  individual  failing  to  file  a  report  were  found  to  be 
transporting  less  than  $5,000  worth  of  monetary  instruments  in  his  possession,  it 
would  not  be  ascertainable  whether  he  had  transported  an  additional  amount 
during  the  calendar  year  to  reach  a  cumulative  figure  in  excess  of  $10,000. 

Therefore,  the  Treasury  recommends  the  deletion  of  the  $10,000  cumulative  re- 
porting requirement. 

13.  Reports  of  exports  and  imports  of  monetary  instruments 

Section  231(b)  of  the  bill  sets  forth  the  information  that  can  be  required  by 
the  Secretary  of  the  Treasury  in  reports  of  exports  and  imports  of  monetary  in- 
struments. As  presently  drafted,  this  provision  does  not  provide  sufficient  au- 
thority to  the  Secretary  to  require  additional  information  which  he  may  deem 
necessary  for  these  reports  to  be  effectively  utilized.  For  example,  it  would  not 
presently  permit  the  Secretary  to  require  individuals  filing  these  reports  to  pro- 
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vide  their  social  security  numbers  wliich  are  necessary  to  relate  the  information 
contained  in  the  reports  to  taxpayers'  general  tax  records.  This  section  should  be 
redrafted  to  broaden  the  Secretary's  authority  to  require  relevant  information  in 
reports  of  exports  and  imports  of  monetary  instruments. 

14.  Section  241 

Section  241  authorizes  the  Secretary  of  the  Treasury  to  impose  four  independ- 
ent requirements  in  connection  with  international  transactions  and  relation- 
ships:  (1)  require  reporting  by  financial  institutions  of  their  clients'  interna- 
tional transactions  and  relationships;  (2)  require  reporting  of  these  transactions 
and  relationships  by  the  clients  (U.S.  citizens,  residents,  and  persons  in  the  U.S. 
doing  business  therein)  themselves;  (3)  require  recordkeeping  by  financial  insti- 
tutions of  their  clients'  international  transactions  and  relationships;  and  (4) 
require  recordkeeping  of  these  transactions  and  relationships  by  the  clients 
themselves. 

With  respect  to  the  first  requirement,  reporting  by  financial  institutions,  for  the 
reasons  set  forth  in  the  June  9,  1970,  testimony  of  Assistant  Secretary  Rossides. 
the  Treasury  Department  has  concluded  it  would  be  inappropriate  to  support 
legislation  requiring  reports  by  financial  institutions  of  information  obtained 
from  the  records  of  international  transactions. 

With  respect  to  the  second  requirement,  reporting  by  clients,  the  Treasury 
already  has  announced  that  taxpayers  will  be  required  under  existing  statutory 
authority  to  report  the  existence  of  interests  in  foreign  bank,  brokerage,  and  sim- 
ilar accounts  on  their  tax  returns.  Since  the  Internal  Revenue  Service  already  is 
empowered  to  issue  a  summons  for  records  of  any  specific  taxpayer  involving  his 
transactions  with  a  foreign  bank  account,  a  burdensome  reporting  requirement  on 
taxpayers  involving  individual  transactions  with  these  accounts  would  not  be 
justifiable.  In  any  instance  in  which  the  disclosure  of  the  existence  of  an  account 
or  other  information  raises  questions  of  tax  liability  for  which  the  Internal  Reve- 
nue Service  would  need  additional  information  of  individual  transactions,  the 
IRS  can  obtain  such  records  through  the  issuance  of  a  summons.  Therefore,  the 
authority  in  Section  241  to  require  reports  by  individuals  of  transactions  with 
foreign  accounts  is  unnecessary. 

With  respect  to  the  third  requirement  provided  in  Section  241,  recordkeeping  by 
financial  institutions,  the  Treasury  has  indicated  the  need  for  such  records.  How- 
ever, Treasury  has  suggested  that  these  requirements  be  implemented  in  a  more 
straightforward  approach,  under  which  international  recordkeeping  requirements 
would  be  limited  to  banks  and  other  listed  financial  Institutions  in  the  United 
States,  specified  types  of  records  would  be  listed,  and  the  Secretary  would  be 
empowered  to  substitute  for,  eliminate  from  or  add  to  the  requirements  by  regula- 
tion. This  could  be  accomplished  by  amending  Sections  241  and  242  or  by  amending 
Title  I. 

With  respect  to  the  fourth  requirement  of  Section  241,  recordkeeping  of  foreign 
transactions  by  individuals,  the  Treasury  has  stated  that  it  is  considering  the 
issuance  of  regulations  pursuant  to  existing  statutory  authority  requiring  tax- 
payers with  interests  in  foreign  bank,  brokerage  and  similar  accounts  to  main- 
tain specified  records  of  transactions  they  have  with  these  accounts.  In  view  of 
the  existing  authority  to  implement  such  a  proposal,  the  corresponding  authority 
provided  in  Section  241  is  superfluous. 

Based  upon  the  foregoing,  Treasury  recommends  the  deletion  of  Sections  241 
and  242  of  the  bills,  or  its  amendment  along  the  lines  suggested. 

15.  Administrative  responsibility  to  assure  compliance  by  financial  institutions 

The  Treasury  Department  believes  that  the  intent  of  the  bills  is  to  assign  to 
the  appropriate  Federal  agency  the  responsibility  to  make  sure  that  banks, 
brokers  and  other  financial  institutions  are  complying  with  the  requirements  im- 
posed upon  them  by  the  bills  and  the  regulations  issued  thereunder.  Such  an  in- 
tent was  made  specific  in  H.R.  16444  introduced  by  Representative  Widnall  on 
March  12, 1970.  Section  405  of  that  bill  provides— 

"sec.   405.  KESPONSIBILITY  OF  SECRETARY 

"The  Secretary  shall  have  the  responsibility  to  assure  compliance  with  the 
requirements  of  this  Act  and  to  the  greatest  extent  possible  delegate  such 
responsibility  to  the  appropriate  bank  supervisory  agency,  or  other  supervisory 
agency." 
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H.R.  15073  and  S.  3678  impose  recordkeeping  requirements  for  insured  banks  and 
for  insured  savings  institutions  in  Title  I  gn  tlie  form  of  amendments  to  existing 
statutes  the  enforcement  of  wliich  has  already  been  assigned  to  various  federal 
regulatory  agencies.  In  addition,  the  bills  elsewhere  impose  recordkeeping  and  re- 
porting requirements  on  uninsured  bank  and  savings  institutions  and  on  certain 
other  businesses  which  perform  financial  functions,  as  well  as  reporting  require- 
ments on  insured  entities.  With  respect  to  these  recordkeeping  and  reporting  re- 
quirements, it  would  be  desirable  for  the  bills  to  specify  the  responsibility  of  the 
Secretary  of  the  Treasury  to  make  sure  that  the  requirements  are  being  carried 
out  and  to  make  appropriate  delegations  of  responsibility.  The  Treasury  urges 
that  the  bills  be  amended  accordingly. 

16.  Enforcement  authority  with  respect  to  reports  of  exports  and  imports  of 
monetary  instruments 

Section  302(g)  of  H.R.  16444  specifically  authorizes  the  Secretary  of  the  Treas- 
ury to  prescribe  regulations  including  "the  procedures  to  be  followed  by  the  Bu- 
reau of  Customs,  including  border  and  mail  checks,  to  assure  compliance  with  the 
requirements  imposed  by  this  chapter."  While  it  is  believed  the  intent  of  H.R. 
15073  and  S.  3678  is  to  authorize  such  procedures,  it  would  seem  desirable  that 
the  bills  contain  a  provision  comparable  to  Section  302(g),  H.R.  16444. 

17.  Sharing  information  contained  in  reports  with  other  Federal  agencies 

The  reports  required  to  be  filed  under  Title  II  of  H.R.  15073  and  S.  3678  are  to 
be  filed  with  the  Treasury  Department.  In  order  for  full  use  to  be  made  of  these 
reports  in  accordance  with  their  intended  purpose,  it  will  be  necessary  for  other 
agencies  to  have  access  to  them.  While  the  Federal  Reports  Act  of  1942  (44 
U.S.C.  3507)  provides  for  the  sharing  of  information  between  Federal  agencies, 
it  does  not  apply  to  the  release  of  information  by  the  Internal  Revenue  Service. 
Release  of  information  by  the  Internal  Revenue  Service  is  governed  by  Section 
6103  of  the  Internal  Revenue  Code  which  provides  that  returns  made  with  respect 
to  income  and  certain  other  taxes  "shall  be  open  to  inspection  only  upon  order  of 
the  President  and  under  rules  and  regulations  prescribed  by  the  Secretary  or  his 
delegate  and  approved  by  the  President."  While  it  would  appear  that  the  quoted 
language  would  give  the  President  authority  to  provide  for  the  sharing  of  the 
information  obtained  from  reports  filed  under  Title  II  by  the  Internal  Revenue 
Service  with  other  agencies,  it  would  be  useful  to  clarify  this  authority. 

18.  Margin  requirements 

Section  301  of  the  bills  would  give  the  Federal  Reserve  Board  clear  authority 
to  apply  margin  requirements  not  only  to  lenders  but  also  to  borrowers.  This  is 
an  entirely  new  concept  in  the  regulation  of  credit  as  margin  rules  have  been  only 
applied  in  the  past  to  lenders. 

The  Administration  supports  the  extension  of  the  margin  requirements  to  bor- 
rowers provided  it  is  made  clear  that  there  is  no  intent  to  regulate  the  availabil- 
ity of  credit  abroad  to  foreigners.  Therefore,  Section  301  should  be  amended  to 
provide  that  only  borrowers  who  are  American  citizens  or  residents  and  foreign 
persons  controlled  by  or  acting  for  them  are  subject  to  these  requirements.  In 
addition,  it  should  be  made  clear  that  the  requirements  are  applicable  only 
with  respect  to  the  purchase  of  U.S.  securities,  or  of  foreign  securities  where  the 
transaction  is  executed  in  the  United  States. 

Moreover,  as  a  technical  matter  the  Treasury  recommends  these  substantive 
changes  in  the  margin  requirement  law  be  accomplished  through  the  enactment 
of  a  new  section  rather  than  by  amendment  of  Section  7(a)  of  the  1934  Act. 

19.  Restrictions  on  dealing  with  foreign  financial  agencies 

For  the  reasons  stated  in  the  statement  of  Assistant  Secretary  Rossides  on 
June  9,  1970,  the  Treasury  recommends  the  deletion  of  this  provision. 

20.  Administrative  Procedure  Act 

In  promulgating  regulations  under  this  legislation,  the  Administrative  Proce- 
dure Act  would  be  applicable.  This  would  require  that  the  notice  and  public  proce- 
dure provisions  provided  in  5  U.S.C.  553  be  followed. 
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Exhibit  33a.— Remarks  by  Assistant  Secretary  Rossides,  June  24,  1970,  before  the 
Senate  Select  Committee  on  Small  Business,  on  the  action  program  of  the 
Treasury  to  combat  international  cargo  theft  and  pilferage. 

I  am  pleased  to  be  here  today  to  present  the  views  of  the  Treasury  I>epart- 
inent  on  international  carKo  theft  and  pilferage  in  general,  and  to  report  to  you 
on  the  current  drive  of  the  Treasury  to  combat  such  theft  through  a  three-iwint 
action  program  of  the  Bureau  of  Customs. 

Our  action  program  attacks  cargo  theft  and  pilferage  through  : 

— 'Stricter  cargo  accountability, 

— Xevv  regulations  providing  for  personnel  identitication  and  improve<l  physi- 
cal .security  of  cargo,  and 

—Reviewing  the  desirability  of  additional  authority  for  establisliing  national 
standards  for  cargo  facilities  and  extending  licensing  requirements. 

This  action  program  ties  in  with  two  top  priority  Presidential  concerns — the 
drive  to  stoi)  smuggling  of  narcotics  into  the  United  States  and  the  campaign 
against  organized  crime. 

The  Treasury  Dei)artment  has  followed  with  gresit  interest  the  investigations 
of  your  committee.  We  congratulate  your  committee  for  spotlighting  this  very  im- 
portant problem  area.  We  will  submit  a  technical  report  on  S.  3r)95. 

Although  your  staff  is  familiar  with  the  role  of  the  Bureau  of  Cu.stoms.  I  would 
like  to  establish  the  persi>ective  from  which  customs  sees  its  involvement  in  the 
matter  of  security  of  c-argo. 

Cargo  in  international  trade  is  expo.sed  to  theft  and  pilferage  at  many  i)oints 
from  the  time  it  leaves  the  foreign  producer  until  it  rea<hes  the  cojisumer  in  the 
United  States.  Some  losses,  of  course,  occur  in  transit  in  the  foreign  country  and 
while  awaiting  loading  either  at  docks  or  airi>orts  abroad  prior  to  transoceanic 
.shipment.  The  shipment  arrives  in  the  Unite<l  States,  is  held  by  the  carrier  for  a 
brief  period  until  it  has  been  cleared  by  customs,  and  is  then  transported  inland 
either  by  freight  forwarders  or  by  the  imi)orters  via  their  own  transport. 

From  the  time  that  the  merchandise  physically  touches  the  territory  of  the 
United  States,  either  being  unladen  from  an  airi>laiie  at  an  ain>ort  of  entry  or 
from  a  vessel  onto  a  dock,  it  is  under  "customs  custody"  until  releast*d  by  customs 
for  entry  into  the  commerce  of  the  United  States.  After  this  release,  delivery  may 
be  made  by  the  carrier  either  directly  to  the  importer  or  to  a  designated  agent, 
such  as  a  customhouse  broker  or  freight  forwarder. 

It  is  this  ijeriod  of  customs  custody,  including  the  point  of  delivery  by  the 
carrier,  with  which  customs  is  and  should  be  concerned.  During  this  period  the 
carrier  is  responsible  for  insuring  the  physical  security  of  the  merchandise. 
Customs,  however,  does  exercise  control  over  movement  of  the  cargo  by  the  car- 
rier until  a  suitable  arrangement  for  payment  of  duty  has  been  made  and  until 
customs  is  sati.stied  that  contraband,  such  as  heroin  and  cocaine,  is  not  being 
smuggled  into  the  United  States. 

Clearly,  any  theft  or  pilferage  of  merchandise,  once  it  has  landed  and  until  its 
relea.se  from  customs  custody,  threatens  the  proi)er  collection  of  duty  and  the 
prevention  of  smuggling,  with  which  customs  is  charged.  Moreover,  cu.stoms 
already  has  personnel  physically  present  at  the  airports  and  dwks,  at  the  termi- 
nals and  warehou.ses.  And  these  i)ersonnel — inspectors,  agents,  and  enforcement 
officers — an'  vested  with  uni<iue  powers  of  .search  and  seizure  without  being  re- 
(juired  to  show  probable  (-ause,  which  makes  for  .strengthened  law  enforcement  at 
our  l)orders  and  port.s  of  entry. 

It  is  on  the  l>asis  of  these  interests  and  capabilities  that  I  am  able  to  report  to 
you  tiiis  morning  a  threefold  program  uj)on  which  the  Treasury  Department  has 
embarked  to  contribiite  its  full  share  to  the  protiH'tion  of  cargo  against  theft  and 
pilferage  during  tills  segin(>nt  of  the  trade  ciiain.  This  will  strengthen  our  ai>ility 
to  collect  revenue  and,  as  imiM>rtant,  our  ability  to  contribute  stnuigly  to  the 
President's  drives  against  drug  smuggling  and  organized  crime. 

Treasury's  three-part  program 

The  Treasury  establisluHl  early  this  year  a  spe<'ial  task  force  to  study  tlie  prob- 
lem of  cargo  theft  prevention.  The  ta.sk  force  first  examined  what  we  could  do 
administratively,  and  we  have  already  moved  forward  in  that  area.  We  are  now 
(Mermining  what  additional  legislative  antliority  apjiesirs  necessary  or  desirable. 
Tlie  Tn^isury  jirograni  focu.ses  on  the  i)rol)leni  in  thrtM»  principal  ways: 
Cargo  accoiititability. — We  proiwse  to  tighten  the  carriers'  acc(mntability  for 
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cargo  from  the  moment  of  unlading  until  the  moment  of  delivery  to  the  importer 
or  his  bona  fide  agent,  so  that  there  can  be  no  question  whether  a  loss  has 
occurred  while  the  merchandise  is  in  the  physical  custody  of  the  carrier. 

Personnel  identification  mid  improved  physical  security. — We  intend  to  inten- 
sify greatly  our  investigations  of  i>ersons  associated  with  cargo  handling  so  as  to 
reduce  to  a  minimum  the  number  of  individuals  with  criminal  backgrounds  or 
susceptible  to  criminal  inducements  who  may  have  access  to  customs  documents 
and  to  merchandise  under  customs  custody.  Also,  permits  to  unlade  would  be 
contingent  on  transport  and  storage  of  the  cargo  under  security  conditions  ai>- 
proved  by  customs. 

National  standards  for  storage  and  handling  of  cargo  and  extended  licensing. — 
We  are  reviewing  the  desirability  of  obtaining  additional  legislative  authority 
to  establish  more  extensive  physical  standards  for  the  protection  of  cargo  and 
to  extend  licensing  to  additional  personnel  and  firms. 

In  order  to  clarify  the  applicability  of  each  of  these  measures  to  the  period  of 
customs  custody,  several  points  of  particular  vulnerability  for  cargo  theft  and 
pilferage  should  be  noted : 

— The  first  of  these  is  the  process  of  unlading  and  movement  to  terminal 
storage.  When  cargo  is  being  unladen  from  an  aircraft  and  transi>orted,  fre- 
quently several  miles,  to  the  air  c-arrier's  terminal  warehouse,  there  are  oppor- 
tunities for  removing  a  package  from  the  aircraft  directly  into  private  channels, 
or  for  dropping  off  the  transporting  truck  or  van  one  or  more  packages  which  can 
be  picked  up  by  a  confederate  in  a  follo\ving  vehicle.  Similar  diversion  of  a  pack- 
age or  carton  can  be  effected  on  the  docks. 

— In  the  terminal,  merchandise,  especially  high  value  merchandise,  if  not 
given  separate  secure  storage,  is  vulnerable  to  theft  and  pilferage. 

— And,  at  the  time  of  delivery  from  the  terminal  to  the  importer  or  the  freight 
forwarder,  additional  merchandise  beyond  that  for  which  the  trucker  has  legi- 
timate papers  can  be  added  to  the  loading  of  the  truck,  or  delivery  can  be  made 
to  a  false  claimant. 

As  your  committee  has  noted,  objective  data  on  the  incidence  of  theft  during 
these  stages  is  not  available.  However,  the  consensus  of  a  number  of  supervisory 
customs  inspectors  involved  in  clearing  cargo  at  airports  suggests  that,  of  the 
total  losses  during  customs  custody  perhaps  5  to  10  percent  of  tlie  theft  or  pil- 
ferage occurs  between  the  aircraft  and  the  terminal  warehouse,  perhaps  15  per- 
cent by  pilferage  within  the  warehouse,  and  75  to  80  percent  through  collusion 
between  truckers  and  the  carrier's  cargo  handlers  in  delivering  goods  at  the 
warehouse  dock.  We  would  expect  roughly  similar  ratios  on  the  waterfront. 

Organized  crime  is  undoubtedly  a  significant  factor  in  theft  of  cargo.  This  is  a 
development  that  must  be  recognized  and  dealt  with  effectively  if  any  meaning- 
ful progress  is  to  be  achieve<l.  A  favorite  device  of  organized  crime  is  placing 
individuals  with  serious  criminal  records  on  air  freight,  airline,  and  warehouse 
company  payrolls  as  cargo  handlers.  These  corrupt  and  corruptible  handlers  then 
become  principal  actors  in  collusive  theft. 

Customs'  pilot  program  at  JFK  International  Airport 

JFK  Airport  presented  such  a  special  problem,  including  involvement  of  or- 
ganized crime,  that  we  began  a  pilot  program  of  immediate  remedies  there  in 
May.  These  are  administrative  measures  that  the  Bureau  of  Customs  has  under- 
taken under  its  current  autliority. 

In  late  April,  our  customs  director  at  JFK  AiriJort  met  with  all  airline  man- 
agers at  JFK  and  outlined  the  following  new  procedures  : 

1.  Carriers  are  required  to  segregate  high-value  mercliandise  and  any  broken 
packages  or  cartons  as  they  are  unladen  from  the  aircraft  and  to  transport  these 
promptly  to  terminal  warehouses  in  closed  trucks. 

2.  On  arrival  at  the  warehouse,  high-value  goods  must  be  moved  into  "strong 
rooms"  or  special  security  storage  cages,  and  broken  packages  repaired  or  re- 
packed. Customs  will  deny  to  importing  carriers  iiermission  to  unlade  their  air- 
craft if  these  procedures  are  not  carried  out. 

3.  A  new  pick-up  document  is  now  in  universal  use  at  JFK  Airport.  This  form 
employs  authentication  by  the  consignee  or,  in  the  case  of  brokers,  validation 
similar  to  that  used  in  mechanical  checkwriters  and  is  designed  to  prevent  un- 
authorized truckmen  from  driving  off  with  whole  loads  by  presenting  false  docu- 
ments. A  stamped  copy  of  the  pick-up  form  must  be  retained  by  the  trucker  as 
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proof  of  authority  to  have  the  merchandise  on  his  truck  if  he  is  stopped  by 
customs  agents  at  check  iM>ints. 

4.  Backing  tliis  up  are  fraud-prevention  cameras  which  take  simultaneous 
photos  of  the  pick-up  form  and  of  the  trucker  or  other  person  receipting  for  the 
merchandise. 

5.  New  lock  boxes,  similar  to  iK)st  office  boxes,  have  been  installed  at  .TFK  Air- 
l>ort  to  insure  that  papers  for  imiKirters  and  customhouse  i»rokers  cannot  be 
ta.ken,  or  even  .scanned,  by  unauthorized  individuals. 

The  35  airline  representatives  attending  the  meeting  pledged  .support  for  this 
enforcement  program.  Customs  insi)ectors  will  insure  compliance  by  .si)ot  check- 
ing unlading  of  aircraft  and  deliveries  from  carriers  to  truckers. 

Regulation  changes 

The  second  phase  of  our  program  would  apply  these  and  additional  measures 
nationwide  by  changes  in  Cu.stoms  Regulations.  One  of  these  notices  of  proposed 
rulemaking,  which  appeared  in  the  Federal  Regi.ster  on  June  6  (35  FR  8829). 
would,  we  believe,  improve  the  accounting  for  cargo  by  carriers,  from  unlading  to 
delivery  to  importer,  by  increasing  the  incentive  to  avoid  payment  of  duty  on 
undelivered  merchandise. 

The  second  notice  of  projyosed  rulemaking  uill  he  published  later  this  week.  If 
placed  in  effect  in  their  projxised  form,  these  regulations  would  empower  Di.striet 
Directors  throughout  the  country  to  adopt  measures  similar  to  those  in  effect  at 
Kennedy,  as  well  as  additional  measures  in  the  area  of  personnel  controls, 
wherever  a  high  incidence  of  theft  warrants  such  action. 

Under  the  new  personnel  measures,  carriers  would  be  required  to  furnish  lists 
of  persons  employed  in  connection  with  luilading.  storage  and  delivery  of  im- 
portetl  merchandise ;  in  high-risk  areas,  such  employees  woidd  be  required  to  be 
fingerijrinted,  and  if  they  met  customs  standards,  customs  photo  ID  cards  would 
be  issued  to  them,  without  which  access  to  cargo  in  customs  custody  would  be 
denied.  These  are  proiK)sed  as  conditions  for  a  permit  to  unlade. 

Similar  requirements  would  be  lr>^ied  on  bonded  warehouses  and  licensed  cart- 
men  and  lightermen. 

Since  customhouse  brokers  are  required  to  exercise  "responsible  supervision 
and  control"  over  the  tran.saction  of  cu.stoms  business,  .similar  listing  of  per- 
sonnel or  qualification  by  their  personnel  for  an  ID  card  would  be  required.  And 
when  a  broker  employs  a  messenger  firm  to  transiK)rt  customs  documents,  similar 
listing  and  identification  would  1h>  imposed  on  employees  of  the  messenger  firm. 

The  Organized  Crime  Section  of  the  Bureau  of  Customs  already  has  under- 
way a  reinvestigation  of  all  licen.sed  cartmen.  customhouse  brokers,  and  operators 
of  bonded  warehouses  and  container  stations.  This  will  cover  not  only  the  indi- 
viduals holding  the  licenses,  but  also  stockholders,  directors,  and  officers  of  firms 
involved.  The  .same  increased  investigation  standards  will,  of  course,  apply  to 
the  issuance  of  new  licenses. 

Legislative  considerations 

In  addition  to  the.se  administrative  measures,  we  are  examining  the  need  for 
additional  legislative  authority.  Such  legislation  may  include  action  areas  such 
as: 

1.  E.stablishment  in  high-risk  areas  of  additional  security  standards  covering 
physical  facilities  and  equipment. 

2.  Licensing  of  truckers,  trucking  firms,  and  certain  other  personnel  seeking 
access  to  these  higb-ri.sk  areas. 

To  summarize,  Treasury  feels  it  has  a  special  responsibility  to  deal  with  theft 
of  cargo  in  international  trade  and  a  special  cairability  to  do  so.  We  have  already 
in  effect  at  Kennedy  Airi>ort  measures  to  tighten  customs'  controls  and  to  e.'^tab- 
lish  certain  cargo  handling  and  .storage  standards.  These  mea.sures  are  incf)r- 
porated  in  the  proposed  changes  to  Cu.stoms  Kegiilations.  which  would  also  im- 
prove the  carriers'  cargo  accountaltility  and  would  enable  cu.stoms  to  identify 
tho.se  indi\iduals  handling  or  processing  international  cargo  who  have  organized 
crime  connections  or  criminal  backgrounds,  and  tho.se  who  fraudulently  take 
delivery  of  merchandi-se.  And.  thirdly,  we  are  investigating  legi.slation  to  cover 
national  standards  for  cargo  facilities  and  licensing  of  additional  personnel  and 
firms. 

We  are  not.  of  course,  pretending  to  eliminate  all  theft  of  cargo.  For  instance, 
hijackings  which  occur  after  merchandise  has  been  released  by  customs  are  out- 


EXHIBITS  405 

side  our  purview.  Nor  are  we  proposing  to  replace  local  police  or  private  security 
guards.  Imported  merchandise  is  in  tlie  physical  possession  of  the  carriers  until 
it  is  delivered  to  the  consignee  or  his  agent,  and  responsibility  for  safeguarding 
it  rests  squarely  on  the  carriers.  And.  as  you  are  probably  aware,  the  Department 
of  Transportation  is  also  in  the  process  of  studying  this  problem  area. 

However,  through  this  Treasury  three-part  action  program,  we  believe  swift 
and  substantial  improvement  can  be  made  in  combatting  theft  and  pilferage  of 
cargo,  while  also  aiding  in  the  vital  areas  of  President  Nixon's  top  priority 
programs  against  the  smuggling  of  narcotics  and  against  organized  crime. 


International  Financial  and  Monetary  Developments 

Exhibit  34.— Statement  by   Secretary  Kennedy,  July  28,   1969,   on   ratification 
of  the  Special  Drawing  Rights  Amendment 

The  International  Monetary  Fund  informed  me  today  that  the  Amendment  to 
the  Fund's  Articles  of  Agreement,  which  includes  the  provisions  for  the  SiDecial 
Drawing  Rights  facility,  has  been  formally  ratified  and  has  now  entered  into 
force.  For  the  first  time,  the  nations  of  the  world  can,  by  conscious  international 
decision,  create  international  reserve  assets  to  supplement  supplies  of  gold  and 
foreign  exchange. 

The  Amendment  is  the  first  major  change  in  the  Articles  of  the  Fund  since 
the  original  Bretton  Woods  Articles  became  effective  in  December  1945.  It  rep- 
resents an  enlightened  willingness  of  Fund  members  to  work  together  in  a  spirit 
of  cooijeration  to  adapt  the  Fund  Agreement  to  meet  the  problems  of  today  and 
tomorrow. 

I  strongly  support  a  decision  to  activate  the  Special  Drawing  Rights  Facility 
in  substantial  amounts  at  the  time  of  the  Annual  Meeting  of  the  Fund  later  this 
year  in  Washington.  I  anticipate  that  the  Managing  Director  will  be  able  to  make 
a  formal  proposal  to  that  effect  in  ample  time  for  a  decision  by  the  Governors. 

The  consensus  reached  among  the  Deputies  of  the  Group  of  Ten  at  last  week's 
meeting  in  Paris  is  a  major  step  toward  that  objective. 

We  can,  therefore,  look  forward  with  confidence  to  a  reasonable  rate  of  growth 
in  world  reserves  in  amounts  adequate  to  support  future  expansion  of  inter- 
national trade  and  payments. 

The  quinquennial  review  of  quotas  in  the  Fund  is  also  due  in  1970.  The  discus- 
sions among  the  Deputies  point  toward  an  enlargement  in  those  credit  facilities 
which  will  further  strengthen  the  monetary  system. 


Exhibit  35. — Remarks  by  Secretary  Kennedy  as  Governor  for  the  United  States, 
September  30, 1969,  at  the  Joint  Annual  Discussion  of  the  Boards  of  Governors 
of  the  International  Monetary  Fund  and  the  International  Bank  for  Recon- 
struction and  Development  and  its  affiliates 

I  am  honored  to  address  this  annual  session  of  the  International  Bank  for 
Reconstruction  and  Development  and  the  International  Monetary  Fund.  The 
accomplishments  of  the  quarter  century  since  Bretton  Woods  reflect  both  the 
foresight  of  those  who  set  these  institutions  on  their  initial  course  and  the  out- 
standing leadership  that  has  guided  their  destinies  over  the  postwar  years.  The 
President  of  the  World  Bank,  Mr.  McNamara,  and  the  Managing  Director  of 
the  Fund,  Mr.  Schweitzer,  are  carrying  forward  in  this  great  tradition. 

Anniversaries  are  a  time  for  looking  back  on  past  achievements — and  those  of 
the  Bank  and  the  Fund  are  indeed  impressive.  But  today  is  even  more  a  time  for 
looking  ahead  to  the  challenges  of  the  next  25  years,  for  setting  new  goals,  and 
for  appraising  our  methods  for  reaching  them. 


In  the  field  of  development  finance,  Mr.  McNamara  has  already  pointed  toward 
some  new  directions  for  the  Bank's  lending  and  outlined  his  thoughts  on  how  we 
can  better  direct  available  resources  to  the  points  of  urgent  need.  The  forth- 
coming report  of  the  Honorable  Lester  Pearson  and  his  distinguished  panel  will 
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provide  us  all  with  a  fresh  perspective  and  thoughtful  analysis  to  further  stimu- 
late our  thinking  and  our  actions. 

This  reiK)rt  is  particularly  timely  for  the  United  States.  We  are  engaged  in 
a  comprehensive  review  of  our  own  foreign  assistance  effort.  It  would  be  prema- 
ture to  anticipate  the  results  of  this  study.  However,  I  would  like  to  emphasize 
two  basic  principles  that  will  help  guide  my  country's  future  efforts. 

First,  we  are  firmly  committed  to  the  multilateral  approach  to  development 
financing,  epitomized  by  the  World  Bank  and  its  affiliates.  This  approach  brings 
to  bear  on  development  problems  the  collective  efforts  and  experience  of  all 
nations,  large  and  small,  rich  and  poor.  It  helps  to  achieve  equity,  both  among 
donors  and  among  recipients.  One  of  President  Nixon's  first  acts  after  assuming 
oflSce  was  to  recommend  to  the  Congress  our  contribution  to  the  then  pending 
Second  Replenishment  of  the  International  Development  Association.  We  are 
pleased  that  this  multilateral  endeavor  has  been  able  to  go  forward. 

Second,  we  are  convinced  that  development  can  be  accelerated  if  we  enlist 
more  effectively  the  vast  potential  of  private  enterprise.  Too  often,  the  individual 
in  developing  countries  with  ability  and  ambition,  but  with  a  jKiucity  of  re- 
sources, is  denied  an  opportunity  to  help  his  country  grow.  Too  often,  companies 
with  ample  financial  strength  and  technical  competence  shy  away  from  the 
challenges  to  l)e  found  in  less  developed  areas. 

The  1970's  are  sure  to  require  some  new  emphasis  in  the  development  process. 
But,  in  approaching  the  new  decade,  we  must  also  deal  forcefully  with  key 
problems  already  upon  us. 

For  instance,  the  external  debt  problem  has  become  acute.  Debt  reschedulings 
testify  that  the  burden  of  debt  servicing  is  already  weighing  too  hea\ily  on  some 
countries.  But  debt  reschedulings,  in  themselves,  provide  no  general  .solution. 
Instead,  debtors  and  creditors  alike  must  aim  to  avoid  unmanageable  levels 
and  structures  of  external  debt.  Assistance  on  realistic  concessionary  terms  must 
be  provided  from  a  broader  range  of  donor  countries.  Recipient  countries, 
for  their  part,  must  see  to  it  that  they  help  create  a  olimaite  in  which  funds 
can  be  efliciently  usetl  and  internal  development  flourish. 

We  must  also  .seek  better  ways  of  meshing  development  finance  with  the  needs 
of  balance-of-payments  adjustment.  When,  as  at  present,  a  number  of  large 
providers  of  aid  must  simultaneously  deal  with  problems  in  their  international 
payments,  the  flow  of  real  resources  should  not  be  interrupted.  At  the  same  time, 
balance-of-payments  surpluses  should  more  readily  be  put  to  work  for  develop- 
ment purposes,  on  appropriate  terms. 

The  problem  of  coordination  looms  ever  larger  as  the  regional  development 
banks  grow  side  by  side  with  the  worldwide  institutions.  The  variety  of  institu- 
tions now  at  work  to  complement  national  efforts  makes  it  essential  that  we 
more  consciously  seek  improved  ways  to  fit  the  pieces  together  in  mutually  com- 
plementary and  reinforcing  ways. 

I  wonder,  too,  whether  simple  numerical  targets  for  development  assistance 
by  industrial  nations  do  not  divert  too  much  attention  from  the  quality  of  the 
aid  provided  and  the  techniques  employed. 

Finally,  I  must  emphasize  that  the  building  and  expansion  of  new  economies — 
as  well  as  of  old — must  be  achieved  in  a  manner  consistent  with  oiitward-looking 
trading  and  financial  practices — -practices  which  our  predecessors  launched  when 
they  adopted  the  Bretton  Woods  proposals  and  its  trading  system  counterpart, 
the  General  Agreement  on  Tariffs  and  Trade.  In  this  connection.  I  am  glad  to 
hear  the  Managing  Director's  statement  that  the  Fund  will  l>e  prepared  to  re- 
inforce its  collaboration  with  international  institutions  which  have  special 
responsibilities  in  the  field  of  trade  and  aid. 

II 

I  am  acutely  conscious  of  the  fact  that  the  climate  for  orderly  economic  growth 
everywhere  will  be  enormously  affected  by  the  success  with  which  we  in  the 
United  States  guide  our  own  economy. 

Ix>oking  back  over  the  i>ast  decade  or  more.  T  believe  there  is  room  for  some 
.satisfaction.  The  lOGO's  have  brought  virtually  uninterrupted  gro^^'th  of  real 
production  in  the  United  States  at  the  historically  high  rate  of  about  4^2  P^t- 
cent  a  yejir.  Despite  evident  flaws  in  tlie  record,  we  also  managed  to  mfldntain 
over  that  same  period  of  time  a  .somewhat  l)etter  degree  of  internal  price 
stability  than  nearly  all  of  our  major  trading  iwirtners. 

Nevertheless,  when  I*resident  Nixon  and  his  Administration  took  office,  this 
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inflationary  process  was  well  entrenched.  Quite  simply,  the  United  States  faUed 
to  respond  with  sufiicient  vigor  in  making  available,  without  inflation,  the  re- 
sources required  by  the  Vietnam  conflict  at  a  time  of  sharp  increase  in  other 
public  expenditures.  Moreover,  our  traditionally  strong  trade  surplus  had  almost 
vanished. 

Some  countries  have  no  doubt  welcomed  the  larger  export  markets  that  are 
the  counterpart  of  the  recent  surge  in  U.S.  imports.  Forced  growth  in  the  U.S. 
markets  under  the  pressure  of  inflation  caimot,  however,  be  a  sound  basis  for 
sustained  payments  equilibrium.  Moreover,  we  recognize  that  the  pressures  on 
our  own  money  markets  have  contributed  to  the  worldwide  upward  racheting 
of  interest  rates. 

Those  same  market  pressures  have  been  reflected  in  a  massive  flow  of  private 
short  term  capital  to  the  United  States.  This  has  tended  to  keep  the  dollar 
strong  in  the  exchange  market.>-',  and  to  hold  down  or  reduce  foreign  oflBcial  dol- 
lar holdings.  But  short  term  capital  inflows  are  not  an  effective  substitute  for 
a  stronger  payments  structure,  solidly  rooted  in  a  current  account  surplus  large 
enough  to  support  a  steady  flow  of  aid  and  foreign  investment. 

President  Nixon  has  made  control  of  inflation  his  first  domestic  priority.  By 
novA',  the  basic  strategy  of  his  Administration  for  achieving  this  goal  through 
the  coordinated  use  of  expenditure,  tax,  and  monetary  policies  is  widely 
understood. 

Those  policies  are  not — nor  did  we  anticipate  that  they  would  be — painless. 
The  President  has  pledged  a  strict  limit  of  $192.9  billion  on  budget  spending 
during  the  current  fiscal  year,  a  figure  below  congre.ssionally  authorized  ceilings. 
To  keep  within  that  limit  at  a  time  of  higher  costs  all  along  the  line,  and  despite 
social  programs  that  demand  larger  financing,  we  have  had  to  cut  $7.5  billion 
from  program  levels  planned  in  the  budget  submitted  to  the  Congre.ss  last  Jan- 
uary. Significantly,  the  expenditure  total  planned  for  the  entire  fiscal  year 
allows  for  virtually  no  increase  from  the  current  rate  of  defense  and  civilian 
spending. 

This  restraint  is  being  achieved  at  a  time  when  the  Vietnam  conflict  is  con- 
tinuing. Looking  ahead,  however,  let  me  assure  this  audience  that  the  people 
of  the  United  States  are  solidly  behind  President  Nixon  in  his  efforts  to  bring 
about  a  just  and  honorable  peace  in  Vietnam. 

We  have  continued  the  10-iiercent  income  tax  surcharge  through  the  remainder 
of  this  calendar  year  and  have  requested  the  Congress  to  maintain  half  of  that 
surcharge  for  an  additional  6  months.  We  are  also  moving  to  eliminate  the  spe- 
cial tax  credit  for  business  investment.  These  revenue  measures,  combined  with 
the  control  on  expenditures,  are  designed  to  produce  an  overall  budgetary  sur- 
plus of  nearly  $6  billion — the  largest  in  18  years. 

Meanwhile,  the  expansion  of  money  and  credit  has  been  slowed  sharply.  Our 
lending  institutions  are  unable  to  satisfy  fully  the  demands  for  credit,  and  the 
effects  are  being  felt  on  important  sectors  of  the  economy.  Where  po.ssible,  we 
have  moved  to  ease  ix)ints  of  excessive  pressure,  such  as  those  on  hou.>»ing  ac- 
tivity. But  we  are  determined  to  maintain  the  basic  thrust  of  our  restrictive 
policies  until  the  overheating  is  visibly  dissipated. 

Eight  months  ago,  we  knew  that  controlling  inflation  without  precipitating  a 
serious  recession  would  be  a  long  and  diflScult  process.  It  requires  holding  the 
rate  of  public  and  private  spending  below  the  basic  trend  of  growth  in  capacity 
and  output,  thereby  relieving  excessive  pressure  on  our  resources.  That  process 
is  now  well  underway,  and  we  anticipate  further  slackening  in  the  quarters 
immediately  ahead. 

Clearly,  a  reduced  rate  of  growth  is  not  a  long  term  policy  objective.  But  it  is 
essejitial  to  an  effective  attack  on  Inflation,  and  it  should  be  a  prelude  to  renewed 
growth  at  a  sustainable  pace. 

Experience  warns  us  that  the  trend  of  prices — ^particularly  of  services  and 
consumer  goods — ^levels  off  only  sifter  a  considerable  lag  behind  other  business 
indicators.  So  far,  we  can  see  only  scattered  and  not  wholly  conclusive  signs  of 
an  easing  of  price  pressure. 

In  these  circumstances,  it  is  not  time  to  shift  gears.  I  believe  w^e  are  realistically 
aware  of  the  inevitable  risks  on  either  side  of  the  course  we  have  set  for  our- 
selves. But  all  our  planning  is  rooted  in  the  basic  proposition  that  the  firm  and 
persistent  ai>plication  of  appropriate  fiscal  and  monetary  restraint  can  lead  us 
past  those  shoals  into  calmer  waters. 
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III 

Tension  and  pressures  have  also  been  evident  over  recent  year.s  in  the  inter- 
national monetary  system,  and  si)eculative  outbursts  have  re(.'urre<l.  Indeed,  it 
is  a  tribute  to  the  underlying  strength  of  the  system  devised  at  Bretton  Woods 
and  to  the  spirit  of  oooi)eration  nurtured  by  the  International  Monetary  Fund 
that  disturbances  have  been  contained  and  that  world  trade  and  payments  have 
continued  to  grow  at  a  rapid  rate. 

Yet  we  still  face  the  challenge  of  moving  in  a  coordinated  way  to  close  the 
persistent  imbalances  in  trade  and  payments  among  the  major  countries  that  have 
contributed  so  imix)rtantly  to  the  monetary  strains.  There  can  be  no  escape  in  this 
process  from  the  need  for  effective  national  economic  policies. 

I  have  already  comments  uix>n  the  circumstances  in  the  United  States.  In 
the  ca.se  of  the  I'nited  Kingdom,  we  have  highly  encouraging  evidence  tiiat  the 
underlying  trend  in  its  balance  of  payments  is  noticeably  improving,  and  a 
current  account  surplus  has  been  reestablished.  Prance  has,  within  recent  weeks, 
launched  a  program  to  complement  the  adjustment  in  the  franc  parity.  Conse- 
quently, there  is  a  real  improvement  in  the  prospects  of  imix)rtant  coimtries 
whicli  have  experiences!  an  erosion  of  their  external  iK)sitions  over  recent  years. 

It  is  vitally  important  that  this  recovery  not  be  slowed  by  an  imwillingness  of 
coimtries  in  a  strong  i>osition  to  see  a  decline  in  their  trade  balance.  Sizable  trade 
surpluses  happen  to  be  highly  concentrated  among  only  a  few  countries.  We  look 
to  these  countries  to  not  only  refrain  from  resisting  adjustment  but,  where 
possible,  to  take  actions  of  their  own  to  assist  and  encourage  it. 

Certainly,  solutions  should  be  found  other  than  internal  inflation,  and  the 
prescription  appropriate  for  one  country  may  not  be  suitable  for  another.  But  it 
is  equally  clear  that,  in  each  case,  much  could  be  done  to  spread  and  diffuse  exist- 
ing surplu.ses  in  ways  that  support  both  the  broad  objectives  of  freer  trade  and 
internal  stability.  Import  controls,  systematic  tying  of  aid,  failure  to  share  fully 
in  the  burdens  of  defense,  preferences  for  domestic  production,  exixirt  incentives 
and  inhibitions  on  capital  exports  are  all  out  of  place  for  countries  with  current 
account  surpluses  ranging  as  high  as  2  j^ercent  or  3  percent  of  domestic  produc- 
tion. The  processes  of  international  consultation  and  cooperation  embedded  in 
the  IMP  might  well  be  reviewed  to  assure  that  the  policies  of  chronic  suri>lus 
countries  are  subjected  to  the  same  searching  evaluation  that  is  more  or  less 
automatically  given  to  deficit  countries. 

IV 

Strong  ties  of  trade  and  investment,  close  links  between  financial  markets,  and 
the  rapidity  of  communication  and  transportation  in  the  modern  world  make  each 
country  highly  sensitive  to  developments  abroad.  Yet  we  live  in  a  world  of  nation- 
states,  each  of  wliicb  seeks  to  preser\'e  a  degree  of  economic  independence. 

We  must  face  the  facts  of  differing  emphases  in  national  i)olicy  objectives, 
changes  in  the  structure  of  industry  and  population,  cyclical  excesses  or  defici- 
encies of  internal  demand,  the  economic  consequence  of  social  disturbances,  and 
rigidities  of  costs  and  prices.  Any  of  these  factors  can  become  a  source  of  dis- 
turbance and  uncertainty.  At  least  temi)orarj'  imbalances  are  inevitable,  and 
every  country  wants  to  preserve  some  margin  of  liquid  financial  resources  to 
buttress  its  freedom  of  action. 

Our  international  monetary  arrangements  will  serve  us  well  or  poorly  to  the 
extent  that  they  can  absorb  and  diffu.se  .sources  of  .strain  on  exchange  markets, 
provide  effective  incentives  for  national  adjustment,  and  thus  maintain  an  effici- 
(•nt  and  durable  mechanism  for  the  finance  of  trade  year  in  and  year  out.  It  is 
one  of  the  great  strengths  of  the  present  system  that,  through  the  years,  it  has 
demonstrated  a  capacity  to  evolve  and  grow  in  re.six>nse  to  changing  needs. 

Indee<l,  in  adopting  the  first  amendment  to  the  IMP  Agreement  since  Bret- 
ton  Wmxls,  we  now  stand  on  the  threshhold  of  a  fundamental  development:  the 
creation  of  a  new  reserve  asset — Si>ecial  Drawing  Rights.  We  are  indebted  to 
those  who  years  ago  not  only  foresaw  the  potential  ntM'd  for  supplementing  the 
traditional  sources  of  reserve  CTeation,  but  who  worked  tirelessly  to  translate 
general  cf)ncepts  into  concrete  reality. 

Their  efforts  could  not  have  come  to  fniition  at  a  more  opi>ortune  time.  I  be- 
lieve the  Fund's  Annual  ReiM>rt,  and  even  more  the  reiM>rt  embodying  the  Man- 
aging Direc'tor's  pro|M>.s;il  for  activation  of  the  Sinn-ial  Drawing  Rights,  makes 
amply  clear  that  the  contingency  against  which  we  have  been  planning  has  now 
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arrived.  The  United  States,  therefore,  fully  supports  the  proposal  to  move 
promptly  to  meet  the  acknowledged  need  for  growth  in  international  reserves 
through  activation  of  the  new  facility.  We  particularly  welcome  the  sense  of 
conviction  and  confidence  that  enables  us  to  move  forward  to  use  this  new  instru- 
ment in  sub.stantial  amounts,  reasonably  commensurate  with  need. 

I  recognize,  but  do  not  share,  the  concern  expressed  by  some  that  fresh  addi- 
tions to  world  reserves  might  delay  the  necessary  adjustment  of  payments 
imbalances.  I  am  persuaded  that,  in  fact,  the  opposite  is  true.  Without  a  timely 
supplement  to  world  reserves,  the  efforts  of  deficit  countries  to  eliminate  those 
deficits  could  be  made  more  difficult,  and  could  even  be  frustrated,  by  actions 
taken  by  other  countries  to  safeguard  their  existing  reserves.  Moreover,  I  can 
assure  you  that,  for  the  United  States,  the  activation  of  this  facility  will  in  no 
way  diminish  our  efforts  to  bring  inflation  under  control. 

As  we  enter  this  new  era  of  managed  reserve  creation,  SDK's  will  have  to  find 
their  proper  role  within  the  total  complex  of  reserve  assets  and  credit  facilities. 
There  is  no  doubt  in  my  mind  that,  within  the  basic  framework  of  the  amended 
Fund  Articles,  we  will  jointly  demonstrate  our  ability  to  use  this  new  reserve 
asset  constructively — in  the  same  spirit  of  cooperation  that  was  essential  to  its 
development. 

SDK's  have  properly  been  at  the  center  of  attention  in  recent  discussions  of 
international  liquidity.  However,  the  regular  drawing  rights  in  the  IMF  also 
have  an  important  role  to  play.  The  approach  of  the  period  of  quinquennial  re- 
view makes  this  an  appropriate  occasion  for  surveying  the  size  of  Fund  quotas. 
Preliminary  discussions  indicate  that  a  number  of  questions  remain  to  be  resolved 
before  a  concrete  proposal  can  be  presented  to  the  Governors.  I  feel  certain  that 
this  matter  can  be  satisfactorily  resolved  within  the  framework  of  a  reasonable 
increase  in  the  overall  size  of  the  Fund  at  an  early  date. 


The  clear  progress  we  are  making  in  dealing  with  the  provision  of  international 
liquidity  must  not  divert  our  attention  from  other  sources  of  strain.  I  have 
already  noted  that  the  process  of  international  adjustment  has  not  been  working 
with  full  effectiveness,  and  that  the  difficulties  in  this  regard  are  in  large  part  a 
byproduct  of  inadequate  or  inappi'opriate  domestic  policies. 

At  the  same  time,  I  believe  we  must  recognize  that  events  themselves  have 
raised  new  questions  as  to  the  appropriate  role  for  adjustments  in  exchange 
rates — not  as  a  substitute  for,  but  as  a  complement  to,  other  policies.  I  have 
particularly  in  mind  the  range  of  proposals  for  "limited  flexibility"  to  which  Mr. 
Schweitzer  alluded  yesterday. 

These  proposals  all  look  to  less  rigidity  in  the  exchange  rate  mechanism  than 
has  in  fact  developed  in  the  practices  of  industrialized  countries.  Some  suggested 
approaches  would,  in  practice,  affect  only  a  handful  of  currencies,  or  would  intro- 
duce largely  technical  changes  in  the  management  of  exchange  markets.  Other 
versions — such  as  those  for  a  very  substantial  widening  of  exchange  rate  mar- 
gins— would  appear  to  introduce  so  large  an  element  of  uncertainty,  and  be  so 
at  variance  with  the  basic  objectives  of  the  Fund,  that  they  probably  do  not  need 
to  occupy  our  attention. 

Certainly,  in  the  United  States  we  have  reached  no  conclusion  on  the  desira- 
bility of  any  particular  proposal.  I  would,  however,  like  to  share  with  you  some 
of  the  relevant  points  that,  on  the  basis  of  our  own  review  of  the  matter,  we 
believe  should  be  kept  in  mind  in  further  investigations  in  this  area. 

In  the  finst  place,  the  various  plans  for  "limited  flexibility"  in  exchange  rates 
seem  to  pose  formidable  technical  and  policy  problems  that  will  require  careful 
study  over  a  considerable  period  by  national  authorities,  as  well  as  international 
monetary  bodies,  before  any  consensus  is  possible. 

Secondly,  well-conceived  changes,  as  part  of  their  basic  design,  should  reduce 
incentives  for  speculation,  or  make  it  more  costly.  Thus,  if  it  is  to  be  successful, 
any  proposal  must  come  to  grips  with  the  difficulty  of  confining  changes  in 
exchange  rates  within  carefully  defined  limits,  while  providing  enough  flexibility 
to  reduce  the  need  for,  and  expectations  of,  large  abrupt  changes  in  parities. 

Third,  we  should  not  lose  sight  of  the  fact  that  any  reasonable  scheme  to  re- 
move undesirable  rigidities  in  exchange  rates  would  have  to  be  built  upon  the 
foundation  of  responsible  and  appropriate  internal  policies,  so  that  the  need  for 
large  and  discrete  changes  in  parities  should  arise  even  less  frequently  than  in 
the  past.  Similarly,  the  world  would  continue  to  require  an  orderly  growth  in 
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reserves  and  credit  facilities,  to  facilitate  the  maintenance  of  parities  within 
established  and  relatively  narrow  ranges. 

^^>urth.  given  the  pivotal  role  of  the  dollar  in  the  international  monetary 
system,  the  initiative  for  even  limited  exchange  rate  adjustments  would  continue 
to  lie  with  countries  other  than  the  United  States.  As  a  corollary,  we  must  guard 
against  the  possihility  of  encouraging  a  bias  toward  devaluations. 

It  is  implicit  in  these  comments  that  we  believe  that  proposals  for  limited 
flexibility  in  exchange  rates  offer  no  panacea  for  present  problems.  Nonetheless, 
the  increasingly  widespread  di.seu.ssion  of  the.se  ideas  in  this  country  and  abroad 
reflects  a  real  concern  over  the  need  to  facilitate,  over  a  period  of  time,  a  better 
working  of  the  adjustment  process.  In  concept,  these  proposals  seek  to  pre.serve 
and  enhance  the  basic  stability  of  the  system  as  a  whole  precisely  by  breaking 
down  unnecessary  rigidities  and  inhibitions  to  orderly  change,  when  change  is 
necessary. 

In  this  light,  efforts  to  define  and  develop  techniques  of  limited  flexibility  need 
not  he  looked  upon  as  radical  new  departures  from  the  main  stream  of  develoi> 
ments  in  the  monetary  area.  Instead,  they  seem  to  me  to  fall  within  the  frame- 
work of  orderly  and  evolutionary  change  and  of  multilateral  monetary 
cooperation. 

As  I  have  noted,  these  devices  have  had  no  oflicial  sanction  and  are  full  of 
subtle  and  unsettled  technical  and  iwlicy  questions.  In  sum.  they  are  a  long  way 
from  fruition,  if,  indeed,  some  variant  proves  practical  at  all  in  tlie  end.  But 
neither  are  these  ideas  something  that  we  can,  or  will,  responsibly  ignore. 

I.  therefore,  welcome  the  Managing  Director's  statement,  elaborating  on  the 
Fund's  Annual  Report,  that  the  Fund  will  be  continuing  its  study  and  appraisal 
of  these  questions.  The  United  States  will  actively  particii)ate  in  and  contribute 
to  such  a  study.  We  would  hope  that,  during  the  coming  months,  the  Fund  will 
examine  proposals  for  limited  exchange  flexibility,  determine  which  particular 
proposals  apiX'ar  worthy  of  further  attention,  and  set  forth  the  major  issues  and 
considerations  that  would  concern  officials  of  member  governments  as  they 
formulate  considered  judgments  on  sucli  matters. 

In  conclusion,  let  me  siiy  the  principal  contribution  of  the  United  State.s  to  the 
.stability  and  viability  of  the  international  monetary  system  in  the  present  set- 
ting is  perfectly  plain — (to  bring  our  inflation  to  an  end  and  to  do  so  without 
sending  shock  waves  of  recession  to  every  corner  of  the  world. 

That  is  the  main  path  we  in  the  I'nited  States  have  set  for  our.^elve.s.  In 
participating  in  an  examination  of  iMKssible  further  improvements  in  our  mone- 
tary arrangements,  we  will  not  be  misled  into  thinking  that  we  can  dispense 
with  the  fundamental  need. 


Exhibit  36. — Communique  of  the  Ministerial   Meeting  of  the   Group  of  Ten, 
October  1, 1%9,  Washington,  D.C. 

1.  The  Ministers  and  central  bank  Governors  of  the  10  countries  participating 
in  the  Greneral  Arrangements  to  Borrow  met  in  Wa.«hington  on  1st  October  1!H>!>. 

In  the  ab.'^nce  of  the  Chairman  for  the  current  .vear,  Mr.  Karl  Schiller.  Min- 
i.ster  for  Economic  Affairs  of  the  Federal  Republic  of  (Jermany.  the  meeting  was 
Hrst  preslde<l  over  by  Mr.  David  M.  Kennedy.  Secretary  of  the  U.S.  Treasury. 

The  Ministers  and  Governors  began  by  electing  Baron  Snoy  et  d'Oppuers. 
Minister  of  Finance  of  Belgium,  Chairman  of  the  Group  of  Ten  for  the  coming 
year  and  he  presided  for  the  rest  of  the  meeting. 

Mr.  rierre-I'aul  S<-hweitzer.  Managing  Director  of  the  International  Monetary 
Fund,  took  part  in  the  meeting,  which  was  .ilso  attendwl  l)y  a  representative 
of  the  Swiss  National  Hank,  the  Secretary-(ieneral  of  the  Organization  for 
Economic  Co-operation  and  Development.  .Tonkheer  E.  Van  Leniiep.  and  the 
Gkuieral  Manager  of  the  Bank  of  International  Settlements.  Mr.  Gabriel  Ferra.s. 

2.  The  Ministers  and  (Jovernors  heard  a  report  on  the  work  of  their  Deputies 
by  the  Chairman  of  the  Deputies.  Mr.  Rinaldo  0.-^.«ola. 

.3.  The  Miiii.sters  and  (Jovernors  noted  the  propo.sal  made  I)y  th<'  Managing 
Director  of  the  IMF  for  the  first  decision  to  allocate  Special  Drawing  Riglits  and 
agre<'d  to  suj»port  this  proiM)Siil. 

4.  In  order  to  strciigtln-ii  the  li(|uidity  of  the  Fund,  the  Ministers  and  Gov- 
ernors also  expre.ss(>d  their  willingness  to  support,  during  the  forthcoming  (piln- 
(luennial  review,  an  appropriate  adjustment  of  the  quotas  of  members  of  the 
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IMF.  They  will  support  general  inci-^ases  of  reasonable  size  and  such  selective 
adjustments  as  may  be  agreed  in  the  Fund  for  the  purpose  of  bringing  the 
relative  size  of  quotas  more  into  line  with  the  present  economic  relationships 
between  IMF  members. 

5.  The  Ministers  and  Governors  noted  that  the  Participants  in  the  General 
Arrangements  to  Borrow  had,  under  these  arrangements,  been  called  upon  twice 
in  1969  to  provide  the  IMF  with  supplementary  re.sources  for  a  total  amount  of 
$575  million.  In  view  of  the  important  contribution  which  the  General  Arrange- 
ments to  Borrow  provide  for  the  smooth  functioning  of  the  international  mone- 
tary system,  the  Ministers  and  Governors  agreed  that  these  arrangements  should 
be  renewed  next  year  for  a  period  of  5  years. 

6.  The  Ministers  and  Governors  exchanged  views  on  recent  international 
monetary  developments  and,  in  i>articular,  those  concerning  exchange  markets 
and  interest  rates. 

7.  The  Ministers  and  Governors  instructed  their  Deputies  to  continue  their 
regular  meetings  for  the  purpose  of  reviewing  developments,  and  possible  im- 
provements, in  the  functioning  of  the  international  monetary  system. 


Exhibit  37. — Resolution  on  allocation  of  Special  Drawing  Rights  for  the  first 
basic  period,  approved  by  the  Board  of  Governors  of  the  International 
Monetary  Fund,  October  3, 1969 

Allocation  of  Special  Drawing  Rights  for  the  first  basic  period 

WHEREAS  the  Managing  Director  has  submitted  a  proposal  for  the  alloca- 
tion of  special  drawing  rights  pursuant  to  Article  XXIV.  Section  4,  of  the 
Articles  of  Agreement  of  the  International  Monetary  Fund  ;  and 

WHEREAS  in  the  Report  containing  his  proposal,  the  Managing  Director 
has  declared  that,  before  making  the  proposal,  he  had  satisfied  himself  that 
the  proposal  will  be  consi.s.tent  with  the  provisions  of  Article  XXIV,  Section 
1(a),  and  that,  after  consultation,  he  has  ascertained  that  there  is  broad  sup- 
port among  participants  for  the  propo!«al ; 

WHEREAS  the  Managing  Director,  on  the  occasion  of  this  proposal  for  the 
fir.st  allocation,  has  satisfied  himself  that  the  provisions  of  Article  XXIV,  Sec- 
tion 1(b),  have  been  met  and  that  there  is  broad  support  among  participants 
to  begin  allocations  ;  and 

WHEREAS  the  Executive  Directors  have  concurred  in  the  proposal  of  tht. 
Managing  Director ; 

NOW,  THEREFORE,  the  Board  of  Governors,  being  satisfied  that  the  pro- 
posal of  the  Managing  Director  meets  the  principles  and  considerations  govern- 
ing the  allocation  of  special  drawing  rights  set  forth  in  Article  XXIV,  Section 
1,  hereby  RESOLVES  that: 

1.  The  Fund  shall  make  allocations  to  participants  in  the  Si)ecial  Drawing 
Account,  in  accordance  with  the  Articles  of  Agreement,  during  a  basic 
period  of  3  years  which  shall  begin  on  January  1, 1970. 

2.  Allocations  during  the  basic  period  shall  be  made  on  January  1,  1970,  Jan- 
uary 1,  1971,  and  January  1,  1972. 

3.  Allocations  shall  be  on  the  basis  of  quotas  on  the  day  before  the  dates  of 
the  allocations. 

4.  The  rate  for  the  fir.«t  allocation  shall  be  17.5  ijercent  and  the  rate  for  the 
second  and  third  allocations  shall  be  15  percent,  provided  that  these  rates 
shall  be  adjusted,  to  the  nearest  one  tenth  of  one  percentage  ix>int.  by 
multiplying  them  by  the  ratio  of  $20  billion  to  the  total  of  quotas  on  the 
day  before  allocation  of  those  participants  which  were  members  of  the 
Fund  on  December  31,  1969. 


Exhibit  38.— Announcement  by  the  International  Monetary  Fund,  January  2, 
1970,  of  an  initial  allocation  of  Special  Drawing  Rights 

The  International  Monetary  Fund  has  made  an  initial  allocation  of  special 
drawing  rights  equivalent  to  $3,414  million,  effective  January  1,  1970,  to  104 
participants  in  the  Fund's  Special  Drawing  Account. 
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The  allocation  was  made  in  accord  with  a  Resolution  adopted  by  the  Fund's 
Board  of  Governors  at  its  11)60  Annual  Meeting.  The  Resolution  approved  a 
proposal  of  the  Managing  Director  concurred  in  by  the  Executive  Directors  to 
allocate  special  drawing  rights  for  a  tirst  basic  period  of  three  years,  beginning 
January  1.  1970.  The  pre.sent  allocation  is  made  for  the  first  year  and  will  be 
followed  by  annual  allocations  on  January  1,  1071  and  January  1.  1072.  Alloca- 
tions are  made  at  a  rate  expressed  as  a  percentage  of  the  quotas  of  participants 
on  the  day  before  the  allocation  in  (luestipn.  the  percentage  being  such  as  to 
yield  allocations  close  to  the  equivalent  of  $3.5  billion  in  the  first  year,  $3  billion 
in  the  second  year,  and  $3  billion  in  the  third  year. 

The  I'ate  of  allocation  for  the  first  year  of  the  basic  i)eriod  was  computed  at 
16.8  percent  of  the  quota  as  of  December  31,  1069,  of  each  participant  receiving 
an  allocation. 


International   Monetary   Fund,   Special  Drawing  Account,   allocations   of  Special 
Drawing  Rights  received  by  participants  January  1,  1970 


[U.S.  dollar  equivalents] 


Participant 


SDR 


Afghanistan 4,872,000 

Algeria 12,600,000 

Argentina 58,800,000 

Australia 84,000,000 

Austria 29,400,000 

Belgium 70,896,000 

Bolivia 4,872,000 

Botswana... 504,000 

Brazil 58,800,000 

Burma 8,064,000 

Burundi 2,520,000 

Cambodia 3,192,000 

Cameroon 3, 057, 600 

Canada 124,320,000 

Central  African  Republic 1,596,000 

Ceylon 13,104,000 

Chad 1,680,000 

Chile 21,000,000 

Colombia 21,000,000 

Congo  (Brazzaville) 1,680,000 

Congo,  Democratic  Republic  of 15, 120, 000 

Costa  Rica 4,200,000 

Cyprus 3,360,000 

Dahomey 1,680,000 

Denmark 27,384,000 

Dominican  Republic. 5,376,000 

Ecuador 4,200,000 

El  Salvador... 4,200,000 

Equatorial  Guinea. 1,008,000 

Finland 21,000,000 

Malaysia 21,000,000 

Mall 2,856,000 

Malta 1,680,000 

Mauritania 1,680,000 

Mauritius 2,088,000 

Mexico 45,360,000 

Morocco 15,120,000 

Netherlands 87.360,000 

New  Zealand 26, 376, 000 

Nicaragua 3,192,000 

N  iger 1 ,  680, 000 

Nigeria 16, 800, 000 

Norway 25, 200, 000 

I'akistan 31 ,  584, 000 

I'auama 4,704,000 

I'aniguay 2,520,000 

Peru, 14,280,000 

Philippines 18,480,000 

Rwanda 2,520,000 

Senegal 4,200,000 

Sierra  Leone 2,620,000 

Somalia 2,620,000 


Participant 


SDR 


South  Africa 33,600,000 

Southern  Yemen 3,696,000 

Spain. 42,000,000 

France 165,480,000 

Gabon... 1,596,000 

Gambia.  The 840,000 

Germany 201,600,000 

Ghana 11,692,000 

Greece 16,800,000 

Guatemala 4, 200, 000 

Guinea 3,192,000 

Guyana 2,520,000 

Haiti 2,520,000 

Honduras 3,192,000 

Iceland 2,520,000 

India. 126,000,000 

Indonesia 34,776,000 

Iran.- 21,000,000 

Ireland 13,440,000 

Israel. 15,120,000 

Italy 105,000,000 

Ivory  Coast 3.192,000 

Jamaica 6,384,000 

Japan 121,800,000 

Jordan 2,688,000 

Kenya 5,376,000 

Korea 8,400,000 

Laos.. 1,680,000 

Lesotho .-  504,000 

Liberia 3,360,000 

Luxembourg 3,192,000 

Maliipasy  Republic 3,192,000 

Malawi 1,890,000 

Sudan 9,576,000 

Swaziland 1,008,000 

Sweden 37,800,000 

Syrian  Arab  Republic 6,384,000 

Tanzania 5, 376, 000 

Togo     1,890,000 

Trinidad  and  Tobago 7,392,000 

Tunisia 5,880,000 

Turkey 18,144,000 

Uganda   5,376,000 

United  Arab  Republic 25,200.000 

United  Kingdom 409,920.000 

United  States 866,880,000 

Upper  Volta 1,680,000 

Uruguay 0,240,000 

Nenezuela 42,000,000 

Vietnam 6,552,000 

Yuposlavia 26,200,000 

Zambia 8,400,000 
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Exhibit  39. — Remarks  by  Secretary  Kennedy  as  Governor  for  the  United  States, 
April  10,  1970,  at  the  3d  annual  meeting  of  the  Asian  Development  Bank, 
Seoul,  Korea 

It  gives  me  great  pleasure  to  participate  again  in  the  annual  meeting  of  the 
Asian  Development  Bank.  It  gives  me  equal  pleasure  to  join  with  my  fellow 
Governors  in  welcoming  France  and  Fiji  to  membership  in  the  Bank. 

It  is  fitting  that  this  Bank  should  hold  its  Third  Annual  Meeting  here  in  this 
vigorous  city  of  Seoul.  In  the  past  decade  the  Republic  of  Korea  has  achieved  an 
enviable  record  of  development,  and  one  of  the  world's  highest  rates  of  economic 
growth.  Starting  from  the  exhaustion  and  the  devastation  of  war  in  the  early 
1950's,  the  Korean  people  applied  their  energies  with  the  single  purpose  to  the 
job  of  rebuilding  and  developing  their  country.  We  see  ample  evidence  of  their 
achievement  here  in  Seoul. 

Korea's  progress  is  an  example  of  the  success  of  the  cocperative  approach  to 
development.  Korea's  economic  growth  has  resulted  fundamentally  from  the  la- 
bor and  dedication  of  the  Korean  people.  At  the  same  time,  foreign  technical 
and  capital  assistance  have  contributed  substantially  to  Korea's  successful  de- 
velopment. Furthermore,  we  see  in  the  World  Bank's  consulting  group  for  Korea, 
how  consulting  builds  confidence  and  contributes  to  sound  economic  judgment. 

Economic  development  such  as  we  witness  here  in  Korea  testifies  to  the  ef- 
fectiveness of  pursuing  eeonoriiic  aid  and  development  on  a  cooperative,  multi- 
lateral basis.  "The  Asian  Development  Bank  incorporates  such  an  approach.  Its 
structure  and  its  organization  assure  a  sharing  of  responsibilities  and  benefits. 
To  see  that  this  sharing  is  real,  it  is  sufficient  to  recall  that  60  percent  of  the 
Bank's  capital  comes  from  its  Asian  member  nations. 

The  structure  and  organization  of  the  Bank  reflect  acceptance  of  the  principle 
of  partnership  among  nations.  That  principle,  in  turn,  is  a  cornerstone  of  U.S. 
foreign  policy.  To  underline  this  point,  I  would  like  to  refer  to  a  unique  and 
important  document  issued  by  President  Nixon  on  February  18  of  this  year 
entitled  "United  States  Foreign  Policy  in  the  1970's :  A  Strategy  for  Peace," 
which  explores  those  principles  essential  to  the  success  of  the  President's  efforts 
to  achieve  and  maintain  peace.  Among  these  principles,  of  course,  is  that  of 
partnership. 

Like  most  every  ingredient  of  foreign  policy,  partnership  has  an  economic 
dimension.  Therefore,  as  Chief  Financial  Officer  of  the  United  States,  it  seems 
appropriate  for  me  to  focus  on  those  economic  policies  which  will  so  greatly 
assist  in  achieving  a  true  and  lasting  partnership  among  nations.  Such  policies, 
of  course,  are  concerned  with  the  question  of  aid  and  how  it  may  be  most  effec- 
tively applied.  Yet  these  policies  are  directed  as  well  to  all  aspects  of  economic 
interchange  among  nations. 

With  respect  to  the  question  of  aid,  it  is  our  belief  that  a  multilateral  approach 
must  play  an  increasing  role  in  the  provision  of  that  aid.  Further,  it  has  become 
apparent  that  developing  countries  must  play  a  larger  part  in  formulating  their 
own  development  strategies.  In  short,  it  is  our  conviction  that  partnership  in 
economic  development  among  those  nations  giving  aid  as  well  as  between  giver 
and  recipient — is  the  best  way  of  promoting  growth  and  development.  It  is  a 
conviction  based  on  experience  and  observation  reflected  in  the  record  of  prog- 
ress of  .such  multilateral  institutions  as  the  International  Bank  for  Reconstruc- 
tion and  Development,  the  Inter-American  Development  Bank,  and  now  the  Asian 
Development  Bank. 

The  United  States  as  well  as  other  nations  has  not  always  been  able  to  approach 
the  aid  question  in  such  a  manner.  In  the  immediate  postwar  years,  the  United 
States  conducted  its  aid  program  primarily  on  a  bilateral  basis.  During  that 
period  there  were  many  reasons  for  such  an  approach.  To  mention  a  basic  con- 
sideration, the  United  States  was  one  of  the  few  nations  which  emerged  from 
the  ravages  of  World  War  II  with  a  .strong  economy.  Consequently,  it  was  appro- 
priate for  the  United  States  to  promote,  as  rapidly  as  possible,  the  rebuilding  of 
those  economies  destroyed  by  war.  It  became  no  less  appropriate  for  the  United 
States  to  stimulate  economic  development  amopg  lesser  developed  nations  through 
its  aid  programs. 

As  we  gained  experience  in  the  area  of  economic  development,  we  saw  a  need 
to  supplement  the  bilateral  approach.  The  United  States  thus  turned  more  and 
more  to  working  in  partnership  with  other  nations  in  the  aid  process.  Not  only 
has  the  World  Bank  expanded  but  the  Inter-American  and  Asian  Banks  have  been 
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fostered.  The  results  of  this  policy  have  been  gratifying.  A  multilateral  approach 
makes  possible  the  u.se  of  the  wealth  of  exinrience  and  exinrtise  which  people 
from  different  backgrounds  bring  together  when  they  focus  in  economic  aid, 
growth  and  development. 

Any  one  country,  of  course,  is  most  familiar  with  its  own  problems,  its  own 
institutions,  and  its  own  way  of  doing  things.  The  solution  it  applies  to  its 
problems  may  not  be  appropriate  in  a  different  economic  and  social  environ- 
ment. This  is  a  lesson  we  learned  in  the  important  first  years  of  our  aid 
programs.  At  the  same  time  we  found  that  economic  development  benefits 
immea.surably  by  drawing  on  the  experiences  of  other  people  and  their  varied 
approaches  to  resolving  their  economic  problems. 

The  regional  development  banks,  especially,  draw  upon  the  benefits  of  each 
of  these  lessons.  As  economic  development  benefits  from  a  multilateral,  part- 
nership approach  to  this  problem,  so  does  the  very  process  of  development  play 
a  crucial  role  in  laying  a  groundwork  of  economic  relations  among  nations  which 
may  well  lead  to  durable  partnerships.  We  know  that  economic  development 
does  not  progress  most  rapidly  in  isolation.  Quite  Ihe  opposite  is  true.  Voluntary 
economic  interchange  among  nations — whether  in  terms  of  goods,  services, 
capital  or  labor — is  a  mutually  beneficial  relationship.  It  is  a  relation.ship  which 
allows  each  country  involved  to  make  greater  economic  gains  than  would 
otherwise  be  possible.  Consequently,  the  results  of  economic  interchange  can 
provide  a  very  important  base  upon  which  closer  and  more  stable  relations 
among  nations  may  be  built.  With  this  thought  in  mind,  I  find  it  heartening  to 
witness  the  growth  of  trade  and  economic  excliange  among  the  regional  mem- 
bers of  the  Asian  Development  Bank.  Korean-Japanese  trade,  for  example, 
has  grown  immensely  over  the  past  years.  The  same  holds  true  for  the  Republic 
of  China  and  Japan  as  well  as  for  trade  relations  between  Japan  and  Australia, 
to  mention  but  a  few  such  examples.  If  the  growth  of  economic  ties  among 
the  regional  member  nations  of  the  Asian  Development  Bank  is  impressive,  so 
too  is  the  growth  of  economic  relations  between  these  nations  and  the  United 
States.  Further,  projections  based  on  long  term  trends  indicate  that  these  ties 
will  increase  significantly  over  the  next  decade.  For  example,  by  1980  the  level 
of  U.S.  exports  of  goods  and  services  will  approach  $130  billion.  If  this  trend 
continues,  exports  will  become  an  increasing  percentage  of  U.S.  gross  national 
product  and,  therefore,  U.S.  interest  in  foreign  markets  for  those  goods  will 
grow  correspondingly. 

By  the  .same  token  we  look  for  commensurate  growth  of  U.S.  imports.  These 
magnitudes  alone  are  significant.  But  more  important  are  the  relative  trends 
with  regard  to  the  trading  partners  of  the  United  States.  If  these  trends  con- 
tinue, Asian  nations  will  account  for  larger  percentage  of  exports  to  the  U.S. 
market  by  1980  than  they  do  now.  Further,  U.S.  exports,  in  a  relative  sense,  will  be 
increasingly  directed  to  Asian  markets. 

Just  as  U.S.  exports  and  imports  are  expected  to  multiply  in  the  next  decade, 
so  too  are  United  States  and  foreign  private  capital  flows  exjiected  to  increase 
.substantially.  International  capital  movements  in  the  decade  of  the  seventies  will 
be  immeasurably  enhanced  by  the  tremendous  growth  and  development  of  the 
multinational  banks  which  progressed  .so  dramatically  in  the  decade  of  the 
sixties.  Creation  of  the  Euro-dollar  and  Euro-bond  markets  has  increased  the 
.sophistication,  integration,  and  efficiency  of  money  and  capital  markets  in  the 
Western  industrial  nation.s.  Similar  developments  are  currently  in  progress  in 
other  centers  of  the  world — notably  in  Tokyo.  Hong  Kong,  and  Singapore. 
Therefore,  it  becomes  increasingly  apparent  that  the  financial  links  between  East 
and  West  are  growing  in  magnitude  as  well  as  sophistication. 

In  sum,  I  .see  the  past  decade  as  laying  the  foundation  for  even  more  growth 
in  every  feature  of  international  trade  and  finance.  It  .seems  to  me  that  the 
implications  of  this  growth  for  our  relations  with  Asian  nations  as  well  as  with 
other  nations  are  clear.  As  these  interests  grow,  our  commitments  to  imrtner- 
ship  increa.se.  I.solationism  may  have  been  possible  in  the  world  of  trade  barriers 
and  currency  blocs  in  the  thirties ;  it  seems  apiwirent.  however,  that  isolationism 
in  a  world  of  growing  economic  interests  is  a  thing  of  the  past. 

The  United  States  will  remain  clearly  involved  with  the  world  outside  its 
borders.  But  this  involvement  will  continue  to  lie  ba.sed  on  the  principle  of 
partnership.  This  principle,  as  I  have  said,  is  the  substance  of  the  structure  and 
activities  of  the  Asian  Development  Bank.  This  principle,  furthernmre.  is  pro- 
moted by  the  growth  of  economic  ties  between  Asian  nations  and  other  nations 


EXHIBITS  415 

of  the  world.  Economic  forces  have  always  played  an  extremely  important  role 
in  world  peace  and  stability.  In  the  coming  decade  with  the  world  growing 
smaller  and  increasingly  interdependent,  the  course  of  economic  relations  among 
nations  may  well  make  the  difference  between  conflict  and  peace. 

For  these  reasons,  the  United  States  will  continue  to  advocate  those  policies 
designed  to  nurture  economic  ties  among  nations.  We  shall  strive — in  the  future 
as  in  the  past — to  realize  those  principles  underlying  the  International  Monetary 
Fund  and  the  General  Agreement  on  Tariffs  and  Trade.  We  shall  attempt  to  con- 
tinuously enhance  the  economic  dimensions  of  partnership. 

Economic  growth  and  development,  stimulated  by  increased  trade  and  capital 
flows  among  nations,  is  an  essential  condition  as  well  as  a  primary  objective  in 
resolving  difliculties  among  nations.  And,  as  I  have  emphasized  previously,  it  is 
my  belief  that  a  multilateral  approach — ^be  it  in  terms  of  aid,  trade,  or  capital 
flows — is  the  best  possible  means  of  promoting  this  objective.  Consequently,  I 
want  to  commend  the  vision  of  the  Asian  Development  Bank  in  applying  the 
multilateral  approach.  Further,  I  wish  it  every  success  in  the  decade  of  the 
seventies.  For  the  progress  it  makes  in  that  decade  will  have  a  major  role  in 
determining  how  well  we,  as  nations,  conduct  our  affairs  among  each  other  and 
resolve  our  diflSculties. 

To  make  the  necessary  progress,  however,  the  Bank  must  obviously  have  ade- 
quate resources.  To  help  meet  this  need.  President  Nixon  submitted  to  Congress 
his  proposal  for  a  U.S.  contribution  to  the  Bank's  Special  Funds.  Under  this  pro- 
posal, the  United  States  would  pledge  $100  million  to  the  Special  Funds  of  the 
Bank  over  a  3-year  i)eriod — $25  million  in  the  year  ending  June  10,  1970,  $35 
million  in  the  following  year,  and  $40  million  in  the  3rd  year. 

We  are  convinced  that  an  adequate  Special  Funds  concessional  Financing  facil- 
ity is  essential  to  the  success  of  the  Bank's  activities  and  we  are  determined 
that  the  United  States  shall  contribute  its  appropriate  share.  When  the  U.S. 
Congress  has  acted  upon  this  legislation,  it  will  enable  the  United  States  to  join 
with  present  and  future  contributors  to  establish  this  necessary  Special  Funds 
facility  on  a  firm,  lasting,  and  adequate  basis. 

Finally,  it  will  enable  the  Asian  Development  Bank  to  better  promote  that 
process  of  economic  growth  and  development  which  is  so  important  to  the  future 
of  each  and  every  one  of  us. 


Exhibit  40. — Statement  by  Secretary  Kennedy,  April  16,  1970,  before  the  House 
Committee  on  Banking  and  Currency  on  behalf  of  legislation  relating  to  the 
International  Monetary  Fund,  the  International  Bank  for  Reconstruction 
and  Development,  and  the  Asian  Development  Bank 

I  appear  today  to  support  authorization  for  the  United  States  to : 

— accept  an  increase  in  its  quota  in  the  International  Monetary  Ii\ind ; 

— provide  for  a  related  adjustment  in  the  capital  subscription  of  the  United 
States  to  the  International  Bank  for  Reconstruction  and  Development ; 

— contribute  to  the  Asian  Development  Bank  Special  Funds. 

Legislation  to  implement  authorizations  for  these  three  institutions  was  intro- 
duced as  H.R.  16891.  Separate  authorization  bills  were  also  introduced  on  the 
Asian  Development  Bank  (H.R.  16641),  and  on  the  Fund  and  Bank  (H.R. 
16764).  Since  the  authorization  provisions  of  the  three  bills  on  the  IMF,  IBRD, 
and  ADB  are  almost  identical,  I  have  not  drawn  any  distinction  among  them 
in  my  testimony  today.  I  will  address  myself  specifically  to  the  three  additional 
provisions  in  H.R.  16891  at  the  conclusion  of  my  remarks. 

The  International  Monetary  Fund  has  recently  assumed  additional  responsi- 
bilities in  administering  the  new  Special  Drawing  Rights  and  is  steadily  growing 
in  influence  and  importance  as  the  primary  institution  for  multilateral  coopera- 
tion and  action  in  international  monetary  matters.  The  World  Bank  fulfills  a 
similar  role  in  multilateral  financing  of  economic  development. 

/On  the  regional  level,  it  is  timely  for  the  United  States  to  join  with  other 
countries  in  strengthening  the  ability  of  the  Asian  Bank  to  meet  a  wider  range 
of  Asian  development  needs  than  it  can  satisfy  from  its  ordinary  lending 
window. 

Approval  of  legislation  necessary  to  carry  out  these  purposes  will  permit  the 
United  States  to  maintain  a  role  within  these  multilateral  financial  institutions 
that  is  in  keeping  with  its  economic  and  financial  position  among  the  nations  of 
the  free  world. 
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Proposed  legislation 

The  proposed  legislation  before  the  Committee  would  amend  the  Bretton 
Woods  Agreements  Act  of  1945  essentially  in  two  resi)ects  : 

First,  it  would  authorize  the  U.S.  Governor  of  the  Fund  to  consent  to  an 
increase  of  $l,r)40  million  in  the  T'.S.  quota  in  the  International  Monetary  Fund 
and  authorize  an  appropriation  for  that  purpo.se ; 

Second,  it  would  authorize  the  U.S.  Governor  of  the  Bank  to  vote  for  a  $3 
billion  increa.se  in  the  capital  stoc-k  of  the  Bank ;  subscril>e  to  2,-Mil  additional 
shares  of  the  Bank's  capital;  and  authorize  an  appropriation  of  $246.1  million 
for  this  purpose. 

In  addition,  the  Special  Drawing  Rights  Act  would  be  amended  to  provide 
authority  for-  the  U.S.  Governor  of  the  Fund  to  vote  for  allocations  of  Special 
Drawing  Rights  to  the  United  States  in  any  future  hasic  i^eriod  in  an  amount 
equal  to  the  U.S.  quota  in  the  International  Monetary  Fund. 

The  background  of  the  proposed  increase  in  resources  i.s  described  in  the 
Special  Report  of  the  National  Advi.^ory  Council  on  Internatitmal  Monetary  and 
Financial  Policies  which  has  been  presented  to  you.  Include<l  in  that  report  are 
the  reports  of  the  Executive  Directors  of  the  Fund  and  the  Bank  to  the  Boards 
of  Governors  of  their  resi)ective  institutions. 

Finally,  the  Asian  Development  Bank  Act  would  be  amended  by  authorizing 
the  United  States  to  enter  into  an  agreement  with  the  Bank  providing  for  a 
U.S.  contribution  of  $100,000,000  to  the  Special  Funds  of  the  Bank. 

Proposal  to  increase  Fund  quotas 

Tliis  is  the  third  occasion  on  which  a  proposal  to  increase  the  quotas  in  the 
Fund  has  been  put  before  the  member  governments.  The  Fund  Agreement  entered 
into  force  in  December  1945  with  total  quotas  of  approximately  $7.2  billion. 
Although  the  Articles  of  Agreement  provide  for  a  general  review  of  the  adequacy 
of  quotas  every  5  years,  there  was  no  general  increase  in  quotas  of  the  Fund 
until  1958-59.  At  that  time,  there  was  a  general  upward  revision  of  quotas  by 
50  i^ercent.  Si)ecial  quota  adjustments  were  also  made  for  a  small  number  of 
countries  at  that  time.  The  total  size  of  the  Fund  after  these  adjustments,  and 
after  taking  into  account  the  quotas  of  a  number  of  new  members,  was  $15.2 
billion  at  the  end  of  1962. 

In  1965-66,  a  second  decLsion  was  taken  to  revise  all  quotas  upward  by  25 
percent  and  to  provide  additional  selective  increases  for  1(>  member  countries. 

In  both  the  first  and  second  enlargements  of  the  Fund,  the  United  States 
accepted  its  share  of  the  general  increases  of  50  i)ercent  and  25  i>ercent,  respec- 
tively. On  this  third  occasion,  the  proposed  legislation  recommends  that  the 
United  States  accept  an  increase  of  $1,540  million,  raising  the  U.S.  quota  to 
$6,700  million.  In  this  instance  the  United  States  would  participate  not  only  in 
the  general  increase,  but  also  in  the  additional  increases  being  provided  for  a 
number  of  countries  in  order  to  establish  a  better  alignment  between  IMF 
(luotas  and  the  relative  economic  and  financial  positions  of  the  resi)ective  mem- 
ber countries. 

If  all  countries  were  to  accept  the  quotas  proposed  for  them,  the  total  increase 
in  the  Fund's  resources  would  be  $7,577  million,  raising  the  aggregate  size  of  the 
Fund  to  $2S.9  billion.  This  represents  an  enlargement  of  about  35  percent  in  the 
Fund's  medium  term  credit  facilities. 

The  proposed  increase  in  the  Fund's  conditional  medium  term  credit  resources 
is  needed  at  this  time  to  keep  pace  with  the  growth  in  the  world  economy  and 
world  trade,  and  to  provide  larger  drawing  rights  on  these  resources  to  mem- 
ber countries  that  have  to  coi)e  with  larger  imbalances  in  their  international 
payments  a.s  international  transactions  continue  their  rapid  rise. 

"^riie  two  previous  enlargements  in  IMF  quotas  have  kept  pace  with  the  post- 
war expansion  of  world  trade.  The  chart  api)earing  on  page  10  of  the  ReiX)rt  of 
the  National  Advisory  Council,  and  attached  to  this  statement,  .shows  graphically 
the  size  of  the  Fund  in  relation  to  the  upward  curve  of  world  imiKirts,  which 
have  grown  from  $1(K)  i»illion  in  195S  to  an  annual  rate  of  $25<)  billion  in  mid- 
1969.  Once  again,  as  in  1958  and  1965,  the  line  representing  ¥\\m\  quotas  has 
fallen  below  the  rising  curve  of  world  imijorts.  The  proposed  increases  will  restore 
a  more  appropriate  relationship. 
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In  recent  years,  we  have  also  witnessed  a  rapid  expansion  in  the  size  and 
volatility  of  international  capital  movements.  To  protect  their  economies  from 
these  sharp  and  sudden  swings  in  capital,  Fund  members,  espe<-ially  the  major 
indu.strial  lountries,  have  come  to  rely  increasingly  on  the  Fund's  nunlium  term 
credit  facilities.  In  the  6  years  since  the  end  of  1963,  drawings  on  the  Fund 
aggregated  $13.1  billion,  almo.st  twice  the  amount  ($7.1  billion)  drawn  in  the 
previous  10  years  (lt>47  to  1(M)3),  and  drawings  by  the  industrial  countries  have 
risen  at  an  even  faster  rate.  Since  these  drawings  are  limited  by  each  country's 
quota,  the  proi)osed  increase  in  quotas  would  permit  an  expansion  of  the  Fund's 
credit  operations  and  thus  provide  more  scoi)e  to  redress  payments  imbalances 
without  resort  to  undesirable  restrictive  practices. 

The  quota  adjustments  recommended  by  the  Executive  Directors  of  the  Fund 
consist  of  increasejs  of  25  i>ercent  or  more  for  nearly  all  countries.  On  this 
occasion,  a  major  effort  is  being  made  to  readjust  the  relative  proportions  of 
quotas  of  countries  which  had  not  been  appropriately  aligned.  To  provide  an 
initial  guide  to  the  relative  quota  positions,  the  Fund  has  used  a  number  of 
revisions  of  the  so-called  Bretton  Woods  Formula.  This  formula  takes  account  of 
national  income,  reserves,  imports,  exports,  and  the  variability  of  exports. 
Among  the  largest  percentage  increases,  ranging  beyond  50  percent,  are  those 
for  Belgium,  France,  Italy,  and  Japan,  as  is  shown  in  table  4  of  the  Special 
Report.  The  new  quota  distribution  will  broaden  tlie  support  on  which  the  Fund 
can  call  to  provide  medium-term  reserve  credit. 

The  overall  increase  proposed  for  the  United  States  is  20.8  percent,  of  which 
25  percent  is  equivalent  to  a  general  increase  and  the  remaining  4.8  percent, 
to  a  special  increase.  As  the  addition  to  the  U.S.  quota  is  less  than  the  proposed 
overall  increase  of  35.5  percent,  the  U.S.  share  of  total  Fund  quotas  would  be 
reduced  from  the  present  level  of  24.3  percent  to  about  23.3  percent  (See  table  4 
of  Special  Report). 

The  resolution  providing  for  an  increase  in  quotas  has  been  approved  by 
Governors  casting  the  required  85  percent  of  weighted  votes.  On  the  advice  of 
the  National  Advisory  Council.  I  cast  the  U.S.  vote  January  19,  1970,  in  favor 
of  the  resolution,  while  formally  recording  that  I  was  not  requesting  or  con- 
senting to  an  increase  in  the  U.S.  quota. 

The  proposed  quota  increases  will  come  into  effect  on  October  30,  1970.  for 
those  members  which  have  accepted  their  proposed  increases  by  that  date. 
The  Bretton  Woods  Agreements  Act  (Section  5)  provides  that  the  authorization 
of  Congress  shall  be  received  before  any  person  or  agency  shall,  on  behalf  of 
the  United  States,  request  or  consent  to  any  change  in  the  quota  of  the  United 
States.  The  proposed  legislation  provides  congressional  authorization  for  the 
United  States  to  consent  to  the  $1,.540  million  increa.se  in  quota  and  authorizes 
an  appropriation  of  a  similar  amount  to  remain  available  until  expended.  The 
authorization  and  ai)propriation  should  be  considered  in  two  parts : 

First,  the  Articles  of  Agreement  of  the  Fund  provide  that  25  i)ercent  of  any 
quota  increase  must  normally  he  paid  to  the  Fund  in  gold.  Twenty-five  (25) 
percent  of  the  proposed  U.S.  increa.se  amounts  to  $385  million.  In  exchange  for 
this  payment,  the  I'nited  States  will  receive  a  "gold  tranche"  drawing  right 
in  the  Fund.  Tliis  is  an  automatic  drawing  right  and  represents  a  reserve  asset 
which  the  T'nited  States  can  call  upon  at  any  time.  Thus,  we  have  an  exchange 
of  a.s.sets  and  no  diminution  of  T^.S.  reserve  assets. 

Tlie  remaining  iKtrtion  of  the  authorization,  $1,1.55  million,  will  i>erniit  the 
United  States  to  i.><sue  to  the  Fund  a  letter  of  credit  in  that  amount,  on  which  the 
Fund  may  draw  at  such  time  as  it  may  require  the  corresiHtnding  dollar  funds 
to  meet  drawings  of  other  members.  When  U.S.  currency  is  drawn  from  the  Fund, 
the  drawing  rights  of  the  United  States  in  the  Fund  are  corresiK)ndingly 
inrreased. 

Both  the  gold  payment  and  the  letter  of  credit  represent  monetary  trans- 
actions ;  neither  of  them  entails  a  budgetary  expenditure. 

Arrangements  to  minimize  impact  of  subscriptions  by  other  IMF  members  on 
U.S.  reserves 

As  mentioned,  the  U.S.  gold  subscription  in  conn(>ction  with  the  proi>o.sed 
quota  increase  is  .$.385  million.  While  this  will  mean  a  reduction  in  the  U.S. 
gold  stock,  the  United  States  will  receive  in  return  re.«erves  in  the  form  of  a  gold 
tranche  drawing  right  at  the  Fund.  Most  other  major  countries  will  also  pay 
their  gold  subscriptions  from  their  own  gold  holdings.  A  number  of  other  coun- 
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tries,  however,  will  wish  to  purchase  gold  from  the  United  States  or  other  sizable 
reserve  holders  in  order  to  pay  the  gold  portion  of  their  quota  increase  to  the 
Fund.  If  such  purchases  are  made  from  the  United  States,  both  our  reserves 
and  aggregate  world  reserves  would  be  reduced. 

To  offset  or  mitigate  this  and  other  consequences  of  gold  subscription  pay- 
ments, the  Fund  has  proposed  si>ecial  measures  which  are  explained  in  detail  in 
the  Special  Report  and  in  the  report  of  the  Executive  Directors.  These  measures 
contemplate  sales  of  gold  up  to  a  maximum  amount  equivalent  to  $700  million 
to  replenish  the  land's  holdings  of  the  currencies  of  members  from  which  gold 
has  been  purchased  by  other  members.  We  have  discussed  these  arrangements 
with  the  management  and  Board  of  Executive  Directors  of  the  Fund  and  we 
believe  they  will  prove  adequate  to  offset  over  time  the  full  amount  of  secondary 
gold  and  reserve  losses  by  the  United  States. 

Use  of  Fund  resources  by  the  United  States 

The  United  States  currently  has  a  large  "super  gold  tranche"  position  in  the 
Fund.  As  of  February  28,  1970,  the  Fund  holdings  of  dollars  were  51  percent  of 
the  U.S.  quota.  This  means  that,  as  of  that  date,  other  Fund  members  had 
drawn  over  $7  billion  from  the  U.S.  dollar  subscription,  adding  a  similar  amount 
to  U.S.  international  re.serves. 

From  early  1964  to  December  1966,  the  United  States  drew  on  the  Fund  to 
an  aggregate  amount  of  $1,840  million  and  Fund  holdings  of  dollars  reached 
93  percent  of  quota  at  the  end  of  1966.  Large  borrowing  abroad  by  American 
banks  and  corporations,  during  the  past  2  years,  tended  to  draw  down  dollar 
holdings  of  foreign  central  banks,  and  thus  to  provide  the  United  States  with 
official  settlements  surpluses.  These  surpluses  permitted  the  United  States  to 
acquire  a  large  super  gold  tranche,  or  net  creditor  position  in  the  Fund.  (See 
attached  chart.)  Foreign  borrowing  on  the  scale  of  the  past  2  years  may  be 
replaced  by  net  repayments  to  foreign  countries  in  the  future ;  in  this  event,  the 
ability  to  draw  on  the  Fund  could  prove  useful  to  the  United  States.  An 
enlarged  quota  will  provide  additional  scope  for  such  drawings  if  needed. 

Voting  shares  and  SDR  allocations 

In  addition  to  establishing  drawing  rights  in  the  Fund,  the  quotas  determine 
the  relative  voting  power  of  Fund  members  and  fix  the  relative  shares  in  the 
allocations  of  Sj>ecial  Drawing  Rights.  The  proposed  new  quota  distribution  in- 
volves a  moderate  decline  in  the  U.S.  voting  position,  but  it  would  still  remain 
above  21  percent.  Since  the  procedure  for  amending  the  Articles  of  Agreement 
requires,  inter  alia,  the  approval  of  80  percent  of  the  total  voting  power,  the 
United  States  is  protected  against  the  possibility,  however,  unlikely,  of  amend- 
ments to  which  we  might  be  strongly  opposed. 

The  allocation  of  SDRs  is  aLso  based  on  relative  quota  shares.  Failure  to 
consent  to  an  increase  in  the  U.S.  quota  would  reduce  the  U.S.  share  in  the  next 
allocation  of  SDRs  on  January  1,  1971,  and  on  the  following  January  1  by  about 
$130  million. 

SDR  limitation  proposal 

The  legislation  would  also  provide  a  new  limit  on  the  amount  of  Special  Draw- 
ing Rights  that  the  U.S.  Governor  can  vote  to  allocate  to  the  United  States.  Since 
a  member  voting  for  a  proposal  to  create  SDRs  must  accept  the  SDR  allocated 
to  it  under  that  proposal,  it  is  essential  to  have  adequate  advance  authority  to 
accept  any  SDR  allocations  that  may  be  agreed  upon.  Most  countries  have  un- 
limited authority  from  their  parliaments  to  vote  for  SDR  allocations.  In  the 
United  States  it  was  decided  to  give  sufficient  authority  to  the  U.S.  Governor  to 
allow  the  United  States  to  participate  in  SDR  activations  within  a  broad  range 
without  further  congressional  authority,  but  a  reasonable  upper  limit  was  estab- 
lished on  the  amount  of  SDRs  the  U.S.  Governor  could  vote  to  create. 

The  present  limit  is  set  at  the  amount  of  the  U.S.  quota  which,  as  you  know, 
is  $5,160  million.  At  the  time  this  limit  was  enacted  in  June  1968,  it  was  correctly 
anticipated  that  this  would  provide  adequate  scope  for  negotiating  the  initial 
activation  of  SDRs.  The  actual  activation  of  $3^/^  billion  for  the  first  year  and 
$3  billion  a  year  in  each  of  the  next  2  years  will  result  in  allocations  of  about 
2.3  billion  SDRs  to  the  United  States.  Thus,  almost  half  of  the  present  authority 
to  vote  the  SDR  allocations  to  the  United  States  has  been  used  up.  If  no  change 
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IS  made  in  existing  legislation,  the  U.S.  Governor  could  vote  for  further  total 
allocations  to  all  countries  of  about  $12  billion.  I  would  exi)ect  that  this  amount 
would  l)e  clearly  inadequate  in  any  future  activation  decision. 

The  i)ropo.sed  bill  would  retain  the  concept  of  relating  the  authorized  limit, 
for  allocation  of  SDKs  to  the  I'.S.  quota  in  the  Fund  as  it  may  be  in  effect  from 
time  to  time.  This  would  be  .$6,700  million  should  Congress  approve  the  pre.sent 
proposed  increase.  However,  unlike  the  present  limit  which  governs  cumulative 
alloc-ation.s,  the  proposal  would  also  allow  the  U.S.  Governor  to  vote  for  an 
amount  of  SDKs  up  to  the  congressionally  authorized  U.S.  quota  in  the  Fund  in 
each  basic  period  for  allocation  of  SDKs.  This  formula  thus  allows  the  U  S  Gov- 
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ernor  flexibility  in  each  basic  period  to  vote  for  SDRs  allocated  to  the  United 
States  up  to  an  amount  equal  to  the  U.S.  quota.  Further  congressional  action 
would  be  required  to  authorize  any  amounts  allocated  to  the  United  States  in 
excess  of  the  U.S.  quota. 

U.S.  capital  subscription  to  the  IBRD 

I  turn  now  briefly  to  the  proposed  increase  in  the  capital  of  the  World 
Bank.  This  proposed  increase  in  the  U.S.  subscription,  amounting  to  $246.1 
million,  will  enable  the  United  States  to  do  its  part  in  carrying  out  a  long- 
standing practice  of  member  countries  of  the  Bank  to  take  parallel  action  on 
special  increases  received  in  the  Fund.  Only  10  percent,  or  $24.6  million,  of  the 
U.S.  subscription  will  be  paid  in,  and  hence  result  in  a  U.S.  budget  outlay. 
The  remaining  90  percent,  or  $221.5  million,  will  add  to  the  U.S.  subscription  of 
callable  capital.  The  latter  amount  will  not  result  in  budget  expenditure  unless — 
and  this  is  most  unlikely — a  call  should  be  made  upon  it  in  the  future  for  the 
purpose  of  meeting  the  Bank's  debt  obligations. 

The  increase  in  the  U.S.  subscription  to  the  Bank  corresponds  to  that  portion 
of  the  increase  in  the  U.S.  quota  in  the  IMF  which  exceeds  the  25  ipercent  gen- 
eral increase  in  quotas  for  all  members.  No  general  increase  in  capital  subscrip- 
tions to  the  IBRD  is  proposed. 

The  policy  of  parallel  special  increases  in  the  World  Bank  carries  forward 
the  principle  I  described  as  applied  to  the  IMF  of  establishing  a  better  align- 
ment between  subscriptions  and  the  relative  economic  and  financial  positions  of 
the  resipective  member  countries.  The  policy  also  has  the  effect  of  retaining  a 
relative  alignment  in  voting  strength  of  members  in  the  two  institutions. 

Since  this  is  the  first  occasion  on  which  the  United  States  will  receive  a  sptecial 
increase  in  its  IMF  quota,  it  is  also  the  first  occasion  on  which  the  policy  of 
parallel  action  in  the  two  institutions  calls  for  an  increase  in  the  paid-in  portion 
of  the  U.S.  subscription  to  the  Bank.  The  only  previous  increase  in  the  initial 
U.S.  subscription  to  the  Bank  of  $3,175,000,000  was  in  1959  when  there  was  a 
general  increase  of  100  percent  in  the  subscriptions  of  all  members.  That  took 
the  form  entirely  of  an  increase  in  callable  capital. 

The  United  States  has  strongly  supported  the  policy  of  parallel  action  in  the 
IMF  and  IBRD  in  the  past  when  its  financial  impact  has  fallen  entirely  on  other 
members.  It  is  appropriate  that  we  continue  that  support  and  that  the  United 
States  now  accept  the  special  increase  called  for  in  that  policy. 

The  policy  ha.s  been  beneficial  to  the  Bank  and  fully  consonant  with  U.S.  inter- 
national financial  policy.  Up  to  the  present  time,  there  have  been  approximately 
96  special  increases  in  Bank  subs<rriptions  taken  by  62  countries,  each  of  which 
had  received  a  similar  increase  in  its  IMF  quota.  These  special  increases  have 
brought  almost  $3.5  billion  of  additional  capital  to  the  Bank.  The  largest  in- 
dividual increases  have  come  from  other  developed  countries  such  as  Germany, 
Italy,  and  Japan  which  have  undergone  rapid  economic  growth  in  recent  years. 

While  the  present  round  of  special  increases  for  the  fir.st  time  entails  an  increase 
in  tlie  U.S.  subscription,  the  ix>licy  of  parallel  action  continues  to  have  strong 
advantages  for  the  United  States  from  a  burden-sharing  point  of  view.  Special 
increases  in  capital  subscriptions  to  the  Bank  are  proposed  for  75  member  coxm- 
tries.  In  total,  they  amount  to  over  $2.2  billion,  of  which  the  U.S.  increase — 
$246  million — represents  only  11  percent.  Several  other  developed  countries  will 
increase  their  subscriptions  by  a  much  larger  percentage  than  the  United  States. 

As  a  result  of  the  relatively  small  U.S.  share  of  the  total  special  increases 
proposed,  the  U.S.  share  in  total  subscriptions  to  the  Bank,  now  27.48  percent, 
would  fall  to  26.04  percent.  This  will  aLso  mean  that  the  U.S.  voting  share  in  the 
Bank,  which  is  now  24.65  percent,  will  fall  by  approximately  1  percent. 

The  World  Bank  recently  has  greatly  increased  its  lending  activities  in  line 
with  expanding  opportunities  for  productive  use  of  capital  in  the  developing 
countries.  New  loans  exceeding  $1.8  billion  were  extended  over  an  18-month  i)eriod 
between  July  1,  1968,  and  December  31,  1969.  The  Bank's  need  for  funds  to 
sustain  a  continued  high  level  of  activity  is  substantial.  The  $222  million  of 
additional  paid-in  capital  and  the  $2  billion  of  additional  callable  capital  which 
will  be  provided  in  total  by  the  75  countries  for  which  special  increases  are  pro- 
l>osed  will  further  strengthen  the  Bank's  resources.  It  will  facilitate  Bank 
borrowings  in  world  capital  markets.  Such  markets  have  been  and  will  continue 
to  be  the  Bank's  main  source  of  new  funds. 

In  summary,  Mr.   Chairman,  I  believe  the  proposed  increase  in  authorized 
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capital  and  the  special  increase  in  the  U.S.  subscription  serve  the  U.S.  national 
intere.st.  The  AVorld  Bank  is  an  outstanding  institution.  It  has  a  central  role  in 
the  Administration's  wish  to  place  greater  emphasis  on  the  multilateral  financial 
in.'^titution.s  in  our  development  assi.stance  efifort-s.  I,  therefore,  urge  the  Congress 
to  take  prompt,  affirmative  action  on  the  legislation  requested. 

Asian  Development  Bank  Special  Funds 

Finally,  I  turn  to  the  proix).sal  for  a  U.S.  contribution  to  the  Consolidated 
Special  Funds  of  the  Asian  Development  Bank.  The  President's  message  to  the 
Congress  requesting  thi.s  action  highlighted  the  objectives  of  this  proposal.  It 
ha.s  the  full  support  of  the  National  Advisory  Council,  and  the  Council's  Special 
Report,  which  is  before  you,  describes  it  in  detail. 

Both  the  Asian  Development  Bank  and  its  Special  Funds  are  well  known  to 
this  committee.  In  196G,  with  strong  bipartisan  support,  tlie  Congress  authorized 
the  United  States  to  join  the  Bank  and  to  subscribe  to  its  ordinary  capital.  That 
action  by  the  Congress  was  decisive  in  assuring  that  the  Bank  would  receive 
major  supi)ort  from  outside  the  Asian  region. 

The  Bank  is  now  firmly  established.  It  has  demonstrated  its  ability  to  marshal 
resources  from  ?]urope,  Asia,  and  North  America  and  these  resources  are  being 
effectively  committed  to  help  meet  Asia's  development  needs. 

Thus  far,  most  of  the  Bank's  commitments  have  been  from  its  Ordinary  Capital 
resources  and  on  relatively  hard  repayment  terms.  Such  lending,  while  critically 
important,  cannot  meet  the  full  range  of  Asia's  development  financing  needs. 

The  Bank  must  also  be  able  to  provide  financing  on  concessional  term.s — that 
is,  at  very  low  interest  rates  and  with  long  maturities.  Without  such  concessional 
facilities,  the  Bank  could  not  adequately  assist  those  developing  country  mem- 
bers who  have  very  limited  external  debt  servicing  capability  but  still  have  a 
need  to  finance  long  term  projects  which  are  essential  to  their  economic  growth 
and  at  the  same  time  meet  the  Bank's  normal  rigorous  criteria  for  project 
selection. 

Accordingly,  the  Bank's  Articles  of  Agreement  provide  for  Special  Funds  for 
lending  on  concessional  terms,  separate  from  and  supplementary  to  the  Bank's 
Ordinary  Capital. 

The  President's  proposal  would  respond  to  the  Asian  desire — which  we  fully 
share — to  strengthen  the  Bank  as  a  multilateral  regional  institution,  capable  of 
dealing  with  a  broad  range  of  current  and  future  development  problems  in  Asia. 
It  would  authorize  a  IT.S.  contribution  of  .$100  million  to  the  Bank's  Special  Funds 
over  the  3-year  period  beginning  with  $25  million  in  fiscal  year  1970,  $35  million 
in  1971,  and  $40  million  in  1972. 

The  proposal  is  designed  to  encourage  other  advanced  nations  to  share  fairly 
the  burden  of  contributions  to  the  Bank's  Special  Funds.  The  TT.S.  contribution 
would  be  a  minority  share  of  total  contributions  by  all  donors.  It  would  not 
constitute  the  largest  single  contribution.  In  effect,  the  U.S.  contribution  would 
be  either  exceeded  or  matched  dollar- for-dollar  by  Japan,  the  Bank's  other  largest 
sub.scriber,  which  has  already  made  a  sub.stantial  pledge  to  the  ."Special  resources. 
This  is  a  logical  and  reasonable  sharing  arrangement  which  reflects  the  imix)rtant 
but  minority  role  of  the  Unite<l  States  in  the  Bank.  In  this  and  other  provisions 
of  the  projKisal,  there  would  Ix'  a.s.surance  of  the  advantages  of  true  multilateral 
supi>ort.  It  should  be  noted  that  the  proiK).sal  does  not  have  any  early  budgetary 
impact  in  the  United  States  as  we  make  payment  in  tlie  form  of  letters  of  credit 
This  procedure  i>ermits  the  Bank  to  make  loan  commitments  against  tliese  addi- 
tional resources,  but  the  natural  time  lag  in  project  comsitniction  delays  the 
Itudgetary  expenditure.  At  the  same  time,  the  proi>o.sal  reflects  our  assessmipnt  of 
the  Bank's  present  needs  and  its  ability  effectively  to  utilize  Special  Fund 
re.source^.  It  represents  a  U.S.  contribution  appropriate  to  the  probable  size  and 
timing  of  contributions  by  other  donors,  and  pha.sed  over  time. 

The  legislation  tluit  Pre.sident  Nixon  has  submitted  outlines  the  terms  and 
conditions  of  our  iKirticipation.  These  are  analyzt^l  and  described  further  in  the 
SiK'<-ial  ReiKirt  of  the  National  Advisory  Ccnnwil  before  you.  In  formulating  this 
proposjil,  we  have  been  able  to  take  account  of  the  Bank's  3  years  of  experience. 
We  have  also  benefit<Kl  from  the  views  of  the  meml)ers  of  this  committee  and 
from  the  Senate  Foreign  Relations  Committee  expres.se<i  during  their  considera- 
tion of  an  earlier  proi)os{il. 

I  have  ju.st  returned  from  the  Annual  Meeting  of  Governors  of  the  Asian 
Development  Bank  held  in  Seoul,  Korea.  Together  with  some  members  of  this 
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committee,  I  have  again  had  the  opportunity  to  hear  firsthand  of  the  hopes  and 
plans  from  the  Bank's  officers  and  my  fellow  Governors  for  the  Special  Funds. 
At  that  meeting  Austrnlia  and  the  United  Kingdom  made  specific  offers  to  con- 
tribute to  the  Special  Funds,  joining  Japan,  Canada,  Denmark,  and  the  Nether- 
lands who  are  already  contributing.  In  addition  there  were  indications  of  pos- 
sible contributions  from  other  donors.  My  belief  has  been  reconfirmed  that  the 
United  States  should  now  act  promptly  to  provide  a  contribution  and  help  to 
assure  that  the  Special  Fund  facility  can  be  placed  on  a  firm  and  multilateral 
long  term  basis. 

H.R.  16891,  unlike  H.R.  16764,  includes  three  unrelated  provisions  concerning 
the  Exchange  Stabilization  Fund,  monetary  gold  purchases,  and  the  economic 
and  social  policy  of  international  financial  institutions. 

As  best  I  understand  the  purjwses  of  these  provisions,  they  are  already  being 
effectively  achieved.  Therefore,  I  do  not  believe  a  positive  purpose  would  be 
served  by  their  enactment.  At  the  same  time,  these  proposals  would  present 
difficult  and  serious  practical  problems  that  would  jeopardize  the  effectiveness 
of  our  efforts.  I  therefore  strongly  urge  that  these  provisions  not  be  enacted. 

Taken  as  a  whole,  these  provisions  would  significantly  change  the  longstanding 
approach  by  the  Congress  in  the  area  of  international  financial  affairs  by  reduc- 
ing the  flexibility  and  confidentiality  with  which  the  Secretary  of  the  Treasury 
must  act  in  pursuit  of  broad  ix>licy  objectives. 

In  the  case  of  Exchange  Stabilization  Fund,  the  Congress  has  consistently 
recognized  the  confidential,  sensitive,  and  frequently  urgent  nature  of  the  trans- 
actions of  the  Fund,  by  providing  the  Secretary  with  full  authorit.v,  subject  to 
a  full  annual  audit  report  which  the  Congress  has  received  since  19S9.  Concern- 
ing gold  purchases,  the  provision  would  impose  unworkable  and  unnecessary 
rigid  limitations  on  official  dealings  in  monetary  gold  under  specified  conditions. 
The  expression  of  the  third  provision  in  legislation  could  appear  to  other  nations 
as  an  attempt  by  the  United  States  by  unilateral  action  to  determine  policy  of 
the  multilateral  lending  institutions,  rather  than  by  trying  to  negotiate  the  accept- 
ance of  the  principle  by  all  members  of  the  institutions  concerned. 

I  therefore  recommend  that  the  legislation  be  approved  without  these  three 
provisions. 

Exhibit  41. — Remarks  by  Secretary  Kennedy,  April  23,  1970,  as  (Jovernor  for  the 
United  States,  at  the  11th  annual  meeting  of  the  Inter-American  Development 
Bank,  Punta  del  Este,  Uruguay 

The  Inter-American  Community  is  again  grateful  to  the  government  and 
people  of  Uruguay  for  providing  this  beautiful  and  historic  city  as  the  site  of  our 
deliberations.  Here,  where  Presidents  of  the  Americas  have  conferred  and 
contemporary  Inter-American  solidarity  has  been  forged  we  have  an  opportunity 
this  week  to  give  concrete  reality  to  our  mature  partnership,  in  the  framework 
of  this  decade's  program  of  action  for  progress.  AVe  are  also  fortunate  to  have 
here  with  us,  for  the  first  time,  the  Governor  for  Jamaica,  whom  we  welcome  as 
our  newest  member. 

In  this  year  when  we  celebrate  the  first  decade  of  the  Bank  under  the  able 
leadership  of  President  Herrera  and  the  Board  of  Executive  Directors,  I  have 
organized  my  observations  around  three  points :  ( 1 )  the  significance  to  the 
Bank  of  the  last  decade,  (2)  the  proposed  increase  in  Bank  resources,  and  (3) 
perspectives  for  the  future. 

I.  The  Bank's  first  decade 

The  world,  our  hemisphere,  and  this  Bank  have  undergone  extraordinary 
changes  since  the  first  Board  of  Governors  met  in  San  Salvador  in  early  1960. 
Ten  years  ago,  foreign  assistance  had  only  recently  changed  focus  from  the 
reconstruction  of  relatively  advanced  countries  to  the  development  of  under- 
developed ones.  Advanced  countries  other  than  the  United  States  were  just 
beginning  to  make  contributions  to  development  assistance.  The  terms  of  such 
assistance  were  often  poorly  adapted  to  the  prospective  balance-of-payments 
situations  of  borrowing  countries.  In  the  multilateral  assistance  field,  there  was 
the  World  Bank,  but  its  concessional  lending  instrument,  the  International 
Development  Association,  was  untested.  Multilateral  financial  cooperation  for 
regional  development  was,  until  the  establishment  of  the  Inter-American  Bank, 
nonexistent. 
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Today's  contrast  with  1960  is  striking.  Development  assistance,  its  form  and 
its  degree  of  multilateralism  have  changed  markedly.  This  Bank  has  emerged 
as  a  major  element  in  the  Inter-American  economic  structure.  It  has  demon- 
strated the  validity  of  the  idea  of  multilateral  development  cooi>eration  at  the 
regional  level.  And  it  can  justly  regard  itself  as  the  trail  blazer  for  the  regional 
institutions,  such  as  the  Asian  Development  Bank. 

A  second  contrast  can  be  found  in  the  ability  of  a  regional  institution  such 
as  the  Bank  to  reach  out  and  mobilize  funds  in  the  world  capital  markets,  using 
for  this  purpose  the  guarantee  provided  by  its  members.  Its  bonds  are  now 
widely  held  and  its  financial  standing  highly  respected.  Through  its  patient 
efforts  in  world  financial  centers,  the  Bank  it.self  has  been  an  important  instru- 
ment in  changing  the  forms  and  practices  of  development  finance. 

A  third  difference  relates  to  the  kinds  of  activities  in  which  we  now  think 
it  appropriate  for  development  institutions  to  engage.  This  Bank  has  led  the 
way  in  directing  attention  of  development  agencies  to  areas  that  had  been  rela- 
tively neglected  or  even  considered  inappropriate  for  the  attention  of  interna- 
tional financial  institutions.  These  include  education,  health  and  the  difficult 
problems  of  rural  poverty.  Lending  in  this  frontier  areas  of  development  as- 
sistance has  gained  resi)ectability  only  within  the  last  10  year.«j.  This  Bank — 
supported  in  the  early  years,  I  am  proud  to  say,  by  the  Social  Prepress  Trust 
Fund  provided  by  the  United  States — has  played  a  catalytic  role  in  the  emer- 
gence of  new  attitudes. 

Ten  years  of  experience  has  made  us  all  more  realistic  in  our  approach  to 
development.  We  have  learned  that  there  is  no  single  formula  for  development 
applicable  to  all  countrie.s.  Each  nation  is  different  and  each  requires  a  dif- 
ferent mix  of  resources.  We  recognize  more  clearly  now  the  imix>rtance  of  a 
sound  framework  of  fiscal,  monetary,  exchange,  and  investment  iwlicies  within 
which  development  can  take  place.  And  we  jierceive  now  more  clearly  than 
ever  that  external  assistance  can  only  be  efficiently  utilized  where  there  is  an 
intense  domestic  will  to  develop.  This  must  be  accompanied  by  a  readiness  to 
commit  domestic  resources  to  the  development  task  in  the  fuUe-st  measure. 

Thus,  the  oi)ening  of  this  decade  presents  new  opi)ortunitie.s  to  the  Bank.  It 
can  become  more  selective,  l>oth  in  terms  of  activities  it  finances  and  the  quality 
of  economic  performance  it  exi)ects  of  borrowers  as  a  condition  of  its  lending. 
With  such  selectivity,  and  a  continuation  of  its  distinctive  I^atin  and  piont^ring 
spirit,  the  Bank  can  make  the  decade  of  the  Seventies  a  fitting  and  fruitful 
successor  to  the  Sixties. 

II.  Increase  in  resources 

The  main  task  of  this  meeting  is  to  make  adequate  provision  for  obtaining 
the  capital  resources  needed  hy  the  Bank  in  the  first  half  of  its  second  decade 
of  lending.  I  have  been  authorized  by  President  Nixon  to  announce  that  the 
United  Staters  is  prepared  to  join  Latin  American  efforts  in  accomplishing  this 
task.  In  the  context  of  a  proiK>sal  with  full  Latin  American  supiwrt,  we  would 
be  prepared  to  approach  the  U.S.  Congre.^s  promptly  for  increase.^  in  both  our 
Ordinary  Capital  subscription  and  our  contribution  to  the  Fund  for  Special  Oper- 
ations. Specifically,  the  United  States  would  be  prepared  to  seek  legislative 
authority  for : 

— An  increase  in  its  paid-in  Ordinary  Capital  subscription  of  $150  million 
combined  with  a  $674  million  increase  in  its  callable  Ordinary  Capital  subscrip- 
tion, both  as  our  establi.shed  .«hare  of  a  $2  billion  overall  increase  in  the  Bank's 
Ordinary  Capital  re.sources. 

— A  substantial  contribution  to  the  Fund  for  Special  Operations  as  part  of  an 
overall  increas<»  in  Fund  resources  which  would  reflect  the  progress  I^iitin 
economies  have  made  thes<»  jwist  10  years  as  well  as  their  commitment  to  the 
role  of  multilateral  in.-^titutions  in  development. 

Re.sources  should  lie  sought  in  a  magnitude  which  will  cover  requirements 
foreseen  for  the  Hank  in  a  '.i  ,vear  to  ~>  yivir  iHTiod.  They  should  i)ermit  the 
Bank  to  provide  half  again  as  nuich  financing  jht  year  as  the  approximately 
$600  million  which  the  Bank  <ommitt(Hl  to  loans  in  llHiO.  Moreover,  they  should 
ensure  funding  for  new  tyi)es  and  directions  of  activities  that  are  now  under 
preliminary  consideration  in  the  Bank. 

But  provision  for  the  future  rtniuires  more  than  money  alone.  It  requires 
adaptation  to  reflect  new  realities  in  the  seventie.s.  It  requires  new  relation.shiiKs 
beyond  the  hemisphere  to  reflect  I.4itin  America's  growing  integration  into  the 
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world  economy  and  the  world's  growing  commitment  to  multilateral  develop- 
ment financing. 

I  have  three  major  areas  in  mind  where  beneficial  changes  could  be  made. 
First,  the  present  practice  of  extending  Fund  for  Special  Operations  loans  on 
a  local  currency  repayable  bat-is  involves  the  potential  problem  of  excess  ac- 
cumulations of  such  currencies  in  the  Bank's  accounts.  A  shift  to  a  policy  of 
repayment  in  the  currencies  lent,  combined  with  an  appropriate  easing  of  re- 
payment terms  as  necessary,  would  avoid  the  problem.  This  would  permit  the 
Fund  ultimately  to  become  a  revolving  source  of  hard  currency  financing.  I 
understand  that  a  move  in  this  direction  already  had  widespread  support. 

Second,  our  concern  for  achieving  more  balanced  growth  in  the  hemisphere 
suggests  that  the  financial  needs  of  the  least  developed  members  should  have 
first  claim  on  the  Bank's  concessional  loan  resources.  The  opposite  side  of  the 
same  coin  is  that  the  region's  more  advanced  countries  should  place  relatively 
greater  reliance  on  Ordinary  Capital  financing.  This  would  be  considered  a  co- 
operative contribution  on  the  i>art  of  the  stronger  countries  toward  self-help 
in  the  hemispheric  sense.  It  would  also  complement  the  willingness  of  the 
larger  members  to  allow  a  greater  usefulness  of  their  local  currency  subscrip- 
tions to  the  Fund  for  Special  Operations.  In  this  latter  connection  an  expansion 
of  the  group  of  countries  allowing  this  broader  use  would  be  widely  applauded. 

Finally,  I  believe  that  multiple  benefits  would  accrue  not  only  to  the  Bank 
but  to  Latin  American  development  in  general  if  other  developed  countries — 
regional  and  nonregional — could  be  brought  within  the  Bank's  membership. 
Additional  Ordinary  Capital  resources  would  become  available  and  access  to 
capital  markets  would  be  easier.  Membership  would  also  elicit  additional  con- 
cessional loan  resources  more  effectively.  In  the  light  of  experience  elsewhere 
I  am  confident  that  these  benefits  can  be  obtained  without  changing  the  essen- 
tially regional  character  of  the  Bank.  Indeed,  it  is  my  confidence  in  the  per- 
manent Latin  character  of  our  Bank  which  permits  this  judgment.  Serious 
efforts  to  move  in  this  desirable  direction  have  imix>rtant  and  broadening  sup- 
port and  steps  are  needed  now  to  move  toward  the  removal  of  existing  barriers. 
This  is  the  time  to  begin.  I  strongly  urge  that  the  Board  of  Governors  take  the 
necessary  steps  which  will  lead  to  oix^nlng  our  doors  to  Canada  and  others. 

The  provision  of  the  resources  called  for  and  the  adoption  of  the  policy 
changes  recommended  entails  real  burdens  and  real  sacrifices  for  all  of  us. 
Neverthele.si.s — and  with  full  consideration  of  the  intense  competing  demands 
for  budgetary  resources — I  offer  full  assurance  of  President  Nixon's  readiness 
to  support  these  financial  and  policy  measures.  I  believe  such  suprwrt  constitutes 
solid  evidence  of  our  commitment  to  Latin  America  and  to  hemispheric 
development. 

III.  Perspectives  for  the  future 

In  reviewing  the  last  decade  I  came  across  the  following  statement  made  by 
one  of  my  predecessors,  Robert  B.  Anderson,  the  first  Bank  Governor  for  the 
United  States,  at  the  inaugural  meeting  of  this  Board. 

"The  creation  of  the  Bank  does  not  in  itself  solve  any  of  the  problems  with 
which  we  are  all  so  concerned ;  yet  it  does  provide  us  with  an  effective  frame- 
work in  which  men  of  good  will  can  join  with  the  confidence  that  through  the 
exerci.se  of  thought,  diligence,  and  mutual  respect  they  can  achieve  great  bene- 
fit for  their  peoples." 

This  judgment  is  still  true  today  and  it  remains  the  framework  within  which 
we  will  meet  the  challenges  in  the  decade  ahead.  Four  challenges  to  the  Bank 
should  be  noted. 

First,  multilateral  institutions  will  undoubtedly  assume  a  great  role  in  pro- 
viding financial  and  technical  assistance.  Within  this  hemisphere,  the  Bank  is 
in  an  excellent  position  to  continue  leadership  in  financing  development.  But 
to  do  so  fully  will  require  closer  collaboration  and  coordination  with  the  other 
bilateral  and  multilateral  financing  agencies,  and  with  the  Inter-American 
Committee  for  The  Alliance  for  Progress.  This  will  assure  that  scarce  external 
funds  are  being  most  effectively  utilized  and  that  the  Bank  has  access  to  the 
best  hemispheric  judgments  on  whether  or  not  a  borrowing  country  itself  is  pur- 
suing proper  development  policies  and  programs. 

Second,  the  Bank's  internal  organization,  management,  and  procedures  will 
have  to  continue  to  adapt  to  changing  conditions. 

Third,  the  next  decade  challenges  the  Bank  to  participate  directly  and  indi- 
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ret'tly  in  encouraging  private  initiative  and  free  market  forces.  While  it  is 
clear  that  each  nation  must  fashion  its  own  i>olicies  about  the  role  of  public 
and  private  sector  activities,  and  of  domestic  and  foreign  private  investment 
in  its  society,  the  iK>sture  of  the  Bank  will  be  guided,  I  hoi)e,  by  practical  con- 
siderations of  efficient  economic  development.  In  this  regard.  I  look  forward 
with  interest  to  the  deliberations  of  the  Hoard  on  expanding  the  Bank's  role 
in  as.sisting  private  productive  enterpri.se.  In  particular  I  hoiM?  that  it  will  be 
possible  to  employ  in  this  effort  the  existing  extensive  framework  of  banks  and 
other  financial  intermediaries. 

Fourth,  the  next  decade  should  see  more  countries  advancing  toward  self- 
sustained  institutional,  financial,  and  social  growth.  This  will  i)ermit  a  greater 
number  of  the  .stronger  member  countries  to  assist  the  less  developed  through 
both  technical  and  wonomic  assistance.  And  it  will  contribute  to  the  strengthen- 
ing of  the  multilateral  character  of  the  Bank. 

These  and  many  other  challenges  of  the  seventies  lie  ahead  of  us.  I  am  con- 
fident that  the  leadership  of  this  great  institution,  supported  by  the  Bank's 
capable  staff,  will  effectively  meet  these  challenges  with  inventiveness,  wisdom, 
and  determination. 

The  actions  we  are  taking  this  week  to  increase  the  resources  of  the  Inter- 
American  Develoimient  Bank  make  clear  our  strong  support  of  this  Inter- 
American  institution.  President  Nixon,  in  February,  outlined  in  realistic  terms 
the  basis  on  which  we  must  face  this  decade  of  the  seventies. 

"There  are  no  short  cuts  to  economic  and  social  progress.  This  is  a  reality, 
but  also  a  source  of  hope,  for  collaborative  effort  can  achieve  much.  And  it  is 
increasingly  understood  among  developed  and  developing  nations  that  economic 
development  is  an  international  responsibility." 

The  Inter- American  Development  Bank  is  a  fine  example  of  a  multilateral  in- 
stitution through  which  this  responsibility  is  effected.  The  United  States  is 
proud  to  be  a  member. 

Exhibit  42. — Remarks  by  Secretary  Kennedy,  May  20,  1970,  at  the  American 
Bankers  Association  Monetary  Conference,  Hot  Springs,  Virginia 

The  closing  luncheon  of  the  ABA  International  Monetary  Conference  is  a 
familiar  occasion  for  me.  I  have  taken  part  many  times,  but  always  before  from 
the  other  side  of  the  lectern !  I  am  honored  to  make  the  switch  and  to  take 
advantage  of  your  custom  of  inviting  the  U.S.  Secretary  of  the  Treasury  to  have 
the  last  .scheduled  word. 

I  want  to  spend  my  time  today  primarily  on  the  external  asi>ects  of  our  eco- 
nomic relationships.  But  our  internal  problems  and  performance  cannot  be 
separated  from  our  balance  of  payments  or,  indeed,  from  the  health  of  the  inter- 
national monetary  system  as  a  whole. 

A  year  ago,  at  a  similar  luncheon  in  Copenhagen,  Bill  Martin  concluded  his 
delightful  reminiscences  of  his  long  years  of  public  service  with  some  pointed 
remarks  about  the  future.  As  usual,  he  pulled  no  punches  in  pointing  out  the 
necessity  to  deal  with  the  inflaticm  and  overheating  that  had  characterized  the 
American  economy  for  four  long  years.  And  he  warned  that  this  would  inevitably 
be  a  painful  process — the  needed  adjustment  could  not  be  achieved  without 
financial  strains  or  without  challenging  some  of  the  presumptions  of  investors, 
business,  and  labor. 

Today,  we  are  in  the  midst  of  that  adjustment  process.  The  pains  are  evident 
to  all. 

Unemployment  has  increased.  Profits  have  declined.  Financial  markets  reflect 
a  good  deal  of  uncertainty.  Businesses  which  expanded  imprudently,  failed  to 
control  costs,  or  maintained  inadequate  financial  re.serves  are  now  paying  the 
price. 

There  i.s.  of  cour.se.  still  widespread  concern  about  inflation.  But  inflationary 
expectations  are  now  giving  way  to  a  new  concern  by  .some  that  the  business 
adjustment  will  be  overdone  or  undidy  prolonged. 

This  is  not  a  comfortable  situation  for  anyone.  But  the  essential  point  seems 
clear  enough.  Our  po'icies  have  already  worked  to  s(pieeze  out  excess  demand. 

The  present  .sluggishne.ss  and  uncertainty  is  an  inevitable  part  of  a  i)eriod  of 
transition  to  more  orderly  growth.  Indeed,  it  may  he  necessary  and  desirable  in 
terms  of  refocusing  attention  of  businessmen  and  labor  on  the  fundamental  need 
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for  efficiency  and  productivity,  and  wage  and  price  restraint.  We  fully  recognize 
there  are  risks  on  both  sides  of  the  equation  as  we  move  ahead.  But  we  mean  to 
stay  the  course  with  a  blend  of  fiscal  and  monetary  policies  consistent  with 
orUeriy  expansion  and  the  restoration  of  reasonable  price  stability. 

This  also  happens  to  be  the  best  possible  medicine  for  our  balance  of  payments, 
and  it  is  basic  to  our  approach  to  international  monetary  affairs  as  well.  I  rec- 
ognize that,  as  urgent  economic  and  social  problems  crowd  in  upon  us  for  solu- 
tion, there  are  some  in  this  country  who  question  the  need  to  attach  high  priority 
to  international  economic  problems. 

After  all,  they  point  out,  our  exports  amount  to  only  about  4  percent  of  our 
gross  national  product.  They  cite  the  fact  that  the  dollar  was  strong  in  the  ex- 
change markets  in  the  face  of  both  a  deteriorating  trade  balance  in  recent  years 
and  a  record  deficit  in  the  conventional  measure  of  our  balance  of  payments  in 
1969.  They  add  the  hope  that  recent  and  prospective  improvements  in  interna- 
tional monetary  arrangements  will  provide  new  dimensions  of  flexibility  that 
will  somehow  require  less  attention  to  the  health  of  the  dollar. 

At  best,  these  are  half  truths.  They  could  lead  us  dangerously  astray  as  a  basis 
for  realistic  national  policy. 

We  cannot  step  aside  from  the  fact  that  the  United  States  is  the  world's 
largest  international  trader,  accounting  for  some  15  jiercent  of  world  exports. 
Nor  can  we  ignore  the  fact  that  a  strong  current  account  position  is  the  neces- 
sary counterpart  of  our  role  as  the  world's  principal  supplier  of  aid  and  private 
investment.  Further,  we  must  not  forget  that  international  money  and  capital 
markets  are,  to  a  large  degree,  dollar  markets  or  that  our  currency  is  the  leading 
reserve  and  transactions  currency.  Even  in  more  strictly  domestic  terms,  those 
who  would  minimize  the  importance  of  our  world  competitive  position  simply  fail 
to  realize  the  costs  and  strains — both  in  consumer  satisfaction  and  in  industrial 
dislocations — if  we  are  unable  to  support  liberal  import  policies  with  a  strong 
export  position. 

Nor  should  we  be  deluded  by  the  strength  of  the  dollar  in  1969.  That  was 
primarily  a  result  of  the  severe  tightness  of  credit  in  the  United  States.  There 
was  a  massive  influx  of  short  term  interest-sensitive  money — more  than  enough 
to  balance  the  wide  deficit  on  other  accounts. 

The  flaw  in  that  picture  is  implicit  in  the  first  quarter  balance-of-payments 
figures  published  last  week.  They  showed  that  dollars  flowed  in  large  volume 
into  foreign  official  hands — a  forcible  reminder  of  the  fleeting  nature  of  a 
surplus  based  on  short  term  capital  flows. 

A  presumption  that  improvements  in  international  monetary  arrangements 
provide  an  e.«:cape  from  balance  of  payments  and  international  financial  dis- 
ciplines is  equally  unjustified.  Certainly,  significant  improvements  have  been 
made.  I  am  hopeful  that  we  can  build  further  on  this  progress.  All  nations 
need  to  have  the  capacity  to  deal  in  an  orderly  way  with  wide  swings  in 
volatile  elements  in  their  international  accounts.  All  will  benefit  if  we  can 
find  ways  to  dampen  incentives  to  speculation.  And  make  exchange  rate  adjust- 
ments more  smoothly  and  in  more  timely  fashion  when  they  become  necessary. 

But  no  feasible  monetary  arrangements  can  eliminate  the  need  for  each 
nation  to  make  the  internal  adjustments  required  to  contribute  to  a  basic 
equilibrium  with  the  rest  of  the  world.  This  applies  with  .special  force  to  the 
United  States,  precisely  because  the  critical  international  functions  of  the 
dollar  require  maintenance  of  its  stability. 

In  sum.  I  have  a  short  answer  to  those  inclined  to  ask  of  late :  "Whatever 
became  of  the  balance-of-payments  problem?"  It  is  definitely  still  with  us.  It 
matters.  We  would  downgrade  it  at  our  own  peril. 

Confusion  on  this  issue  has  been  fed  by  the  large  discrepancy  between  the 
various  measures  of  our  payments  position  over  the  past  year.  The  deficiencies 
of  the  conventional  "liquidity"  calculations  which  receive  so  much  prominence 
are  now  well  known.  The  newer  official  settlements  balance,  useful  as  it  is 
in  .summarizing  the  net  flows  of  reserve  assets  and  official  liabilities,  has 
shortcomings  as  well.  One  in  particular  is  that  it  can  be  heavily  influenced 
by  short  term  capital  flows. 

I  share  the  widespread  sense  of  frustration  over  these  deficiencies.  I  have, 
therefore,  requested  a  thorough  internal  review  of  this  matter  to  see  if  we 
cannot  regularly  provide  more  adequate  summary  measures  of  our  basic  posi- 
tion. But  we  do  not  need  new  data  to  make  an  intelligent  assessment  of  the 
nature  of  the  problem. 
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I  am  not  overly  disturbed  bj'  the  volatile  swings  in  short  term  capital  that 
contributed  to  the  strength  of  the  dollar  last  year  and  to  the  large  deficit 
in  the  first  quarter  this  year.  The  technical  financing  problems  should  certainly 
be  manageable  in  the  framework  of  existing  monetary  arrangements  and 
cooi)eration. 

More  imix)rtant.  it  seems  to  me,  is  the  fact  that  our  underlying  payments 
position — short  term  capital  flows  apart — still  seems  to  be  in  sizable  deficit. 
It  is  probably  correct  to  attribute  some  portion  of  that  i>ersistent  deficit  to  the 
fact  that  the  United  States  is  an  international  banking  center.  We,  in  a  sense, 
serve  as  a  financial  intermediary,  acquiring  short  term  liabilities  to  foreigners 
while  investing  at  longer  term  abroad. 

There  are,  however,  limits  to  that  process.  In  most  earlier  years — in  fact, 
through  the  nud-1060's — the  bulk  of  our  capital  outflow  and  aid  program  was 
covered  by  a  substantial  surplus  on  current  goods  and  services.  In  the  past 
few  years  capital  flows  have  been  better  balanced.  But,  we  have  permitted  our 
current  surplus  to  drop  .^iharply. 

The  increasingly  heavy  interest  burden  on  our  large  short  term  indebted- 
ness has  been  part  of  the  problem.  So  have  our  continuing  heavy  military 
burdens  in  many  places  overseas.  As  we  look  ahead,  it  is  rea.sonable  to  anticipate 
some  relief  from  those  burdens,  as  well  as  considerable  growth  in  profits  and 
interest  from  abroad.  Nevertheless,  we  must  also  recognize  that  a  large  part 
of  the  problem  lies  in  our  trade  accounts. 

Our  traditionally  large  trade  surplus  has  dropped  off  in  disturbing  fashion — 
from  an  average  of  .$.').4  billion  in  the  first  half  of  the  lOCO's  to  an  average  of 
only  .$f)riO  million  in  1968  and  I960.  The  first  quarter  results  of  this  year,  when 
our  trade  balance  rose  to  slightly  over  .$500  million,  suggest  some  recovery  may 
be  underway.  But  that  balance  is  still  far  from  what  we  need  to  support  a 
strong  payments  position. 

There  can  be  no  question  that  inflationary  pressures  at  home  must  bear  a 
major  share  of  the  resix)nsibility  for  this  deterioration.  As  we  master  that 
problem,  our  trade  balance  should  certainly  reach  a  higher  level. 

But  it  would  be  wrong  to  underestimate  the  challenge  we  face  in  achieving 
the  needed  degree  of  improvement.  The  technological  gap  has  been  partly  closed. 
The  growth  of  the  common  market  and  the  enormous  industrial  progress  of  .Japan 
have  narrowed  or  eliminated  the  advantages  we  once  enjoyed  in  large-scale 
manufacturing  for  a  mass  market.  The  deep  desire  of  many  countries  to  achieve 
and  maintain  agricultural  self-sufl5ciency — or  even  to  generate  surpluses — robs 
us  of  some  of  the  benefits  of  a  natural  comparative  advantage  in  agricultural 
production. 

I  believe  all  of  this  requires  some  .serious  rethinking  at  home  and  abroad. 
American  trade  policy  has  long  been  oriented  toward  oi)en  markets,  toward 
reducing  barriers  and  promoting  C()mi)etition.  toward  the  mutual  interest  in 
freer  trade.  It  still  is.  The  growth  in  world  trade  and  international  prosi>erity 
is  testimony  enough  to  the  effectiveness  of  this  approach.  It  would  be  a  mistake 
of  the  fir.st  magnitude  to  turn  back. 

At  the  same  time,  I  must  emphasize  that,  under  the  pre.ssure  of  rising  im- 
ports, our  current  ix)licy  of  freer  trade  is  being  challenge<l  more  strongly  than 
at  any  time  in  memory  by  business  and  labor  groups  directly  affected  by  a 
weakened  comi)etitive  iX)sition.  These  groups  are  gaining  considerable  political 
supi)ort. 

The  challenge  cannot  be  met  by  denying  that  a  problem  exists.  Rather,  we 
are  being  comiK'Ued  to  reexamine  our  policies  all  along  the  line  to  find  solutions. 
We  seek  to  find  solutions  not  by  shrinking  back  into  protectionism  but  b.v 
improving  our  position  in  a  context  of  broadening  and  growing  market.s. 

Within  the  Government,  we  have  been  reviewing  our  approach  in  several 
key  areas  to  make  sure  that  our  own  exiM)rters  are  not  placed  at  a  disadvan- 
tage with  resi)ect  to  foreign  producers.  For  instance,  we  fully  recognize  that 
the  tyi)es  of  pnKlucts  in  which  we  excel  typically  require  medium  term  financing. 
But,  for  .some  years,  a  combination  of  tight  markets,  limited  l)udgetary  funds 
for  official  credit,  and  a  desire  to  restrain  capital  exports  seems  to  have  In- 
hibited our  abilit.v  to  provide  adequate  support  in  this  imimrtant  area.  We 
have  no  desire  now  to  take  part  in  any  competitive  easing  of  terms  for 
commercial  advantage.  We  remain  eager  to  work  with  other  countries  to  define 
appropriate  limits  for  official  credit  a.ssistance.  Within  that  framework,  how- 
ever, we  are  moving  to  assure  industry  the  degree  of  supiK)rt  to  which  it  is 
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entitled.  I  believe  some  fruits  of  that  effort  are  already  emerging  in  the  revi- 
talization  of  the  Export-Import  Bank. 

La.st  week,  after  prolonged  study  and  consideration,  I  was  able  to  present 
to  Congress  a  proposal  in  another  area — taxation— that  should  help  remove 
an  obstacle  to  an  aggressive  exporting  effort.  The  simple  fact  is  that,  as  presently 
structured,  our  income  tax  system  tends  to  treat  income  earned  on  exports 
more  severely  than  income  earned  on  foreign  investments — and  more  severely 
than  most  other  industrialized  countries.  To  remedy  this  defect  and  remove 
a  drag  on  exports,  the  Administration  would  permit  an  exporter  to  establish 
a  Domestic  International  Sales  Corporation    (or  "DISC"). 

Such  a  corporation  would,  within  clearly  defined  rules,  permit  tax  deferral 
of  export  income,  just  as  tax  deferral  is  now  available  for  other  foreign  source 
income.  In  the  light  of  significant  budgetary  costs,  we  have  been  compelled 
to  request  that  the  effective  date  be  postponed  to  the  middle  of  next  year.  But 
I  believe  this  action  will  provide  a  better  balance — insofar  as  tax  considerations 
are  important — in  investment  decisions  between  home  and  foreign  manufac- 
ture. It  should  help  focus  attention  of  more  American  businesses  on  export 
markets. 

Industry  has  responsibilities  as  well.  The  competitive  inroads  of  foreign 
products  have,  in  many  cases,  revealed  weaknesses  in  marketing  strategies, 
quality,  and  design  by  American  industry  that  can  and  should  be  remedied. 
I  am  encouraged,  for  instance,  by  the  development  and  marketing  of  small 
cars  by  American  manufacturers  in  respon.se  to  competitive  pressures  from 
abroad. 

Finally,  I  believe  foreign  countries  themselves  must  recognize  and  be  willing 
to  accept  the  implications  of  their  own  strength.  It  is  surely  inconsistent  to  urge 
a  stronger  U.S.  payments  position  and,  at  the  same  time,  maintain  and  adopt 
policies  that  tend  to  thwart  achievement  of  that  very  objective.  Yet  I  believe 
any  fair-minded  observer  must  be  disquieted  on  that  score.  Most  industrialized 
countries  seem  to  be  intent  on  preserving,  or  even  enlarging,  their  own  trade 
surpluses.  To  reconcile  these  goals,  the  developing  nations  would  need  to  run 
increasingly  large  deficits.  To  finance  the.se  deficits,  sharply  larger  flows  of  aid 
and  investment  would  be  required.  I  question  whether  the  industrialized  nations 
have  yet  fully  faced  up  to  this  implication  of  their  trade  surpluses. 

I  am  disquieted,  too,  by  the  apparent  reluctance  of  important  foreign  coun- 
tries now  in  strong  positions  to  take  up  the  leadership  so  long  borne  by  the 
United  States  in  reducing  barriers  to  trade.  In  some  instances,  such  as  Japan, 
a  dismantling  of  barriers— barriers  perhaps  once  justifiable  for  a  country  with 
limited  financial  resources  and  i*ecurrent  payments  difficulties — seems  overdue. 
In  other  instances,  the  push  toward  a  broader  or  closer  economic  union — however 
desirable  on  other  grounds — inevitably  has  had  discriminatory  side  effects  on 
the  trade  of  third  countries  that  need  to  be  considered. 

Nontariff  barriers  abound  in  the  present  world.  We  are  not  free  of  them  in  the 
United  States.  But  is  it  not  the  surplus  countries  that  have  a  special  respon- 
sibility to  take  positive  action  toward  their  reduction  and  elimination?  A  leading 
case  in  point  is  the  trade  consequences  inherent  in  the  international  rules  for 
border  taxes  and  subsidies  integrated  with  domestic  turnover  or  value-added 
taxes. 

Countries  without  these  domestic  taxes,  such  as  the  United  States,  are  placed 
at  a  relative  disadvantage — a  disadvantage  that  becomes  more  pronounced  as 
value-added  tax  systems  become  more  widely  adopted  and  levels  of  rates  rise. 
Rules  that  may  have  been  acceptable  in  the  quite  different  circumstances  of 
the  immediate  post-war  period  need  to  be  reexamined  in  the  light  of  today's 
needs. 

I  do  not  underestimate  the  difficulties  of  progress  in  all  these  areas.  But  neither 
do  I  underestimate  the  challenge,  whether  in  terms  of  our  balance  of  payments 
or  the  threat  to  a  liberal  trading  order.  We  do  not  want  to  follow  the  road  of 
restrictionism.  We  want  to  resist  the  pressures  for  mandatory  controls  on  imports 
and  other  inward-looking  solutions.  We  have  too  much  at  stake,  for  ourselves  and 
the  rest  of  the  world,  to  retreat  now.  But  realism  re<iuires  that  we  do  not  stand 
still.  We  must  do  the  other  things  nece.ssary  to  assure  a  stronger  trading  position 
if  the  pressures  for  restrictionism  are  not  to  overpower  us  all. 

The  primary  role  for  American  leadership  in  all  of  this  seems  to  me  perfectly 
plain.  The  world  is  caught  up  in  a  serious  inflation — an  inflation  for  which  we 
share  a  part  of  the  responsibility.  I  believe  that — beneath  the  present  turbu- 
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lence — we  are  now  well  on  our  way  toward  dealing  with  that  problem.  This 
will  provide  the  base  we  need  for  a  stronger  balance  of  jiayments  and  to  maintain 
the  stability  of  our  international  financial  arrangements. 

On  that  base,  we  can  preserve  and  enhance  the  gains  of  the  past :  in  trade, 
in  finance,  and  in  development.  Success  demands  that  we  work  together,  in 
partnership  and  in  full  recognition  of  the  responsibilities  that  go  with  strength. 
We  cannot  afford  to  fail. 


Exhibit  43. — Statement  by  Secretary  Kennedy,  June  30,  1970,  before  the  House 
Banking  and  Currency  Committee  on  proposed  replenishment  of  the  Inter- 
American  Development  Bank 

I  appear  to  supiwrt  the  Administration's  request  for  authority  to  join  with 
22  Latin  American  nations  in  a  further  replenishment  of  the  Inter-American 
Development  Bank  ( IDB ) . 

The  United  States  has  a  deep  and  traditional  commitment  to  hemispheric 
cooperation.  The  Inter-American  Bank,  born  as  a  financial  expression  of  this 
cooperation  a  decade  ago,  has  become  the  key  multilateral  instrument  of  hemi- 
spheric financing  for  development.  It  requires  expanded  resources  to  meet  the 
challenges  of  Latin  American  development  as  we  advance  further  into  this 
decade. 

I  have  found  in  my  participation  as  U.S.  Governor  in  the  formulation  of  this 
proposal  at  the  recent  IDB  meeting  in  Punta  del  Este,  Uruguay,  that  it  is  a 
true  expression  of  partnership.  This  proposal  has  as  an  integral  feature  com- 
mitments by  the  Latin  Americans  to  provide  a  significant  input  of  their  own 
resources  along  with  ours,  and  to  implement  important  new  policy  undertakings 
relating  to  the  Bank's  operations.  These  commitments  testify  to  Latin  America's 
determination  to  assume  an  increased  responsibility  for  development  within  the 
area  as  a  whole  as  well  as  within  individual  Latin  American  countries.  The 
support  the  United  States  is  prepared  to  offer  will  be  an  important  factor  in 
determining  whether  or  not  this  constructive  spirit  in  Latin  America  can  achieve 
its  goals  in  the  time  ahead. 

In  these  opening  remarks  I  first  will  touch  on  the  specific  legislative  request 
which  is  described  in  detail  in  the  reixtrt  of  the  National  Advisory  Council  before 
you.  Second,  I  will  review  some  more  general  aspects  of  this  multilateral 
approach  to  development  financing. 

Authorization  request 

The  request  before  you  involves  the  Bank's  Ordinary  Capital  window,  which 
lends  on  conventional  terms  that  reflect  the  cost  of  capital,  and  its  Fund  for 
Special  Operations,  which  lends  on  concessional  re^wiyment  terms. 

— On  Ordinary  Capital,  we  are  seeking  authority  to  subscribe  to  $150  million 
of  paid-in  capital  stock,  in  three  annual  $50  million  payments  l)eginning  in 
fiscal  1971.  Our  Latin  American  partners  will  more  than  match  this  with  sub- 
scriptions totaling  $236  million.  As  the  companion  to  this  payment,  wo  seek 
guarantee  authority  in  the  form  of  a  subscription  to  $673.5  million  of  callable 
capital  stock  which  is  not  exi)ected  to  result  in  cash  outlays.  Half  of  this  callable 
subscription  would  be  made  in  the  fiscal  year  1971  and  half  in  fiscal  1973.  The 
Latin  American  menil)ers  would  siil)scril»e  to  $S79  million  of  callable  capital. 

— On  the  Fund  for  Si)ecial  ()i>erations  (FSO).  we  are  .seeking  authority  to 
contribute  $1  billion  to  the  Fund's  resources  over  a  3-year  iH'riod,  at  the  rate  of 
$100  million  in  fi.scal  1971  and  $450  million  in  each  of  the  following  2  years. 
The  U.S.  contribution  of  $1  i)illion  compares  with  the  $9(X)  million  contribution 
the  United  States  made  in  the  last  replenishment,  while  the  Latin  Americans 
will  contribute  the  equivalent  of  $500  million  for  this  replenishment  or  $200 
million  more  than  'heir  contriliutions  last  time. 

Action  to  repleni.sh  the  Bank's  re.sources  at  this  time  is  essential  to  permit 
the  Bank  to  contiiuie  its  existing  loan  i)rograms  and  meet  the  imi>ortant  target, 
e.^tai)lishe<l  by  the  Bank's  Board  (►f  (Jovernors,  of  a  5()-iK'rcent  increa.se  in  lending 
volume  before  the  middle  of  this  decade.  liy  the  end  of  calendar  1970.  the  Bank's 
Ordinary  Capital  resources  in  hard  currencies  will  be  insufficient  to  carry  on 
another  full  year  of  operations  even  at  current  level.s — about  .$200  million  a 
year  recently.  With  the  paid-in  and  callable  resources  now  being  sought,  the 
Bank  would  l>e  able  to  reach  or  somewhat  exceed  a  lending  level  of  $300  million 
per  year,  and  maintain  it  until  calendar  1975. 
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Although  its  resDurce  situation  is  currently  somewhat  less  stringent,  the  FSO 
also  will  enter  1971  with  less  than  will  be  required  for  the  amount  of  loan  com- 
mitments that  will  be  needed  in  that  year.  Lending  in  all  currencies  from  the 
Fund  for  Special  Operations  reached  a  level  of  about  $400  million  last  year. 
The  new  resources  are  intended  to  permit  a  progressive  increase  in  FSO  lending 
reaching  the  equivalent  of  about  $600  million  a  year  and  to  cover  funding 
requirements  through  1973. 

In  its  10-year  operating  history,  the  IDB  has  lent  $3.5  billion  in  support  of 
Latin  American  development.  These  sums  were  part  of  projects  involving  a 
total  investment  of  almost  three  times  this  amount.  Roughly  a  quarter  of  its 
loans  financed  high-priority  agricultural  development  projects.  The  Bank  lent 
over  $500  million  to  industrial  and  mining  projects,  and  a  similar  amount  for 
transportation  and  communications  projects.  It  also  provided  substantial  sums 
in  the  electric  power,  water  supply,  housing,  and  education  sectors.  While  carry- 
ing on  this  impressive  and  rising  volume  of  lending,  the  Bank  has  maintained 
itself  on  a  financially  sound  basis  with  a  $20  million  net  income  in  1969  and 
total  reserves  at  the  end  of  the  year  of  $85  million.  It  has  attracted  resources 
from  nonmember  countries.  The  Bank's  bonds  are  fully  accepted  in  the  world's 
capital  markets ;  a  funded  debt  of  $767  million  was  outstanding  at  the  close  of 
its  fiscal  year  on  December  31,  1969 ;  about  one-half  or  $375  million  is  held  outside 
the  United  States. 

Budget  impact 

The  impact  of  this  request  on  the  U.S.  budget  over  the  next  years  is  ac- 
ceptable and  substantially  less  than  the  total  authorization  figure  of  this  legis- 
lation. Our  $674  million  of  callable  capital  is  not  expected  to  result  in  any  ex- 
penditures now  or  in  the  future.  Appropriation  of  the  first  $50  million  of  the 
three  equal  installments  of  paid-in  capital  would  be  sought  in  the  fiscal  year 
1971,  and  payment  would  be  expressed  in  the  form  of  a  letter  of  credit.  Only 
a  part  would  result  in  cash  or  budget  expenditures  in  fiscal  1972.  Similarly, 
appropriations  would  be  sought  in  fiscal  year  1971  for  the  first  $100  million  of 
the  U.S.  contribution  to  the  FSO,  but  only  a  fraction  of  this  would  result  in  cash 
budget  expenditures  in  fiscal  1972. 

Thus,  there  would  be  no  expenditure  impact  resulting  from  this  request  in  fiscal 
year  1971  and  only  a  modest  amount  in  fiscal  1972.  Expenditures  would  rise  by 
fiscal  1973  but  probably  would  not  exceed  $125  million.  The  proposal  overall  calls 
for  $1,150  million  to  be  paid  to  the  Bank  (as  letters  of  credit)  by  the  end  of  fiscal 
1973  and  this  entire  amount  of  course  would  eventually  be  expended  and  re- 
flected in  budgetary  cash  outlays  in  the  years  in  which  they  are  disbursed,  but 
this  process  would  be  spread  over  a  number  of  years  well  beyond  fiscal  1973. 

On  completion  of  the  proposed  increases,  the  total  U.S.  investment  in  the 
IDB's  Ordinary  Capital  from  its  inception  will  amount  to  $1,997  million,  con- 
sisting of  $300  million  of  paid-in  capital  and  $1,697  million  of  callable  capital. 
The  U.S.  share  of  total  subscriptions  would  remain  practically  unchanged  at 
42.47  percent.  Cumulative  U.S.  contributions  to  the  FSO  would  rise  to  $2.8 
billion,  or  73  percent  of  the  total. 

New  policy  directions 

Besides  the  quantitative  aspects  of  the  proposed  IDB  replenishment  I  have 
just  outlined,  there  are  some  important  qualitative  aspects  arising  from  the  Punta 
del  E.ste  meeting  that  deserve  emphasis. 

First,  the  Latin  American  members  of  the  Bank  have  agreed  to  a  further 
increase  in  their  relative  share  of  the  contributions  to  the  Bank's  soft  loan 
resources. 

In  1964,  the  Latins  provided  $20  of  their  currencies  for  each  $100  provided 
by  the  United  States.  In  1967,  they  provided  $33  for  each  $100  from  the  United 
States.  Now,  the  Latins  will  put  up  the  equivalent  of  $50  for  every  $100  provided 
by  us.  This  steady  improvement  in  the  ratio  of  contributions  is  direct  evidence 
at  the  increased  degree  of  multilateralism  and  self-help  that  we  have  been  able 
to  elicit  through  the  IDB  mechanism. 

Second,  two  more  countries.  Chile  and  Colombia,  have  agreed,  along  with 
Argentina,  Brazil,  Mexico,  and  Venezuela,  to  make  up  to  half  their  contribu- 
tions to  the  Fund  for  Special  Operations  available  for  lending  to  other  member 
countries. 

This  means  that  the  countries  with  the  six  largest  Latin  subscriptions  in  the 
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Bank  have  now  agreed  to  such  arrangements,  thereby  increasing  substantially 
the  usefulness  of  Latin  American  local  currency  subscriptions. 

Third-,  Latin  countries  hai-c  endomed  a  policy  statement  giving  the  least 
developed  countries  of  the  region  a  first  priority  claim  on  FSO  loan  resources. 

Correspondingly,  this  help  will  steer  the  relatively  advanced  countries  more 
heavily  toward  the  Bank's  conventional  loan  window.  This  is  further  evidence 
of  a  recognition  of  intraregional  coop>eration. 

Fourth,  it  icas  agreed  that  loans  made  from  the  new  resources  of  the  Fund 
for  Special  Operations  would  be  repayable  in  the  currencies  lent,  instead  of  local 
currencies. 

Dollars  loaned  by  the  Bank  would  be  repayable  to  it  in  dollars.  This  over 
the  longer  run  will  better  a.ssure  the  revolving  fund  nature  of  the  FSO.  Other 
loan  terms  would  be  adjusted  in  order  to  maintain  the  necessary  concessional 
character  of  the  FSO. 

Fifth,  the  Hank's  Governors  endorsed  a  strengthened  statement  regarding  the 
importance  of  sound  national  economic  policies  and  satisfactory  over-all  economic 
performance  as  factors  in  determining  the  character  and  amount  of  Bank 
assistance. 

In  this  connection,  the  same  policy  statement  pledged  Bank  support  of  the 
efforts  of  the  Inter-American  Committee  on  the  Alliance  for  Progress  (CIAP) 
and  other  international  financial  entities  toward  coordinated  lending  efforts  in 
particular  countries. 

Finally,  provision  has  been  made  to  consider  the  matter  of  admission  of 
developed  countries  not  presently  members  of  the  Bank. 

This  is  aimed  at  assuring  an  increased  flow  of  resources  on  improved  conditions 
to  the  Bank  in  a  manner  consistent  with  the  maintenance  of  its  regional  char- 
acter. Currently,  membership  in  the  Organization  of  American  States  is  a  pre- 
requisite for  Bank  membership.  This  has  posed  an  obstacle  to  serious  considera- 
tion of  membership  by  other  developed  countries.  At  Punta  del  Este,  the  Latin 
Americans  agreed  to  the  creation  of  a  new  and  si>ecial  committee  of  the  Gov- 
ernors that  would  examine  the  membership  question  on  an  intergovernmental 
level  and  report  with  recommendations  by  the  end  of  the  year. 

While  maintaining  the  inter-American  character  of  the  Bank,  we  are  in- 
terested in  determining  whether  the  quality  and  flow  of  resources  to  the  Bank 
from  other  developed  countries  can  be  increased  and  regularized. 

Multilateral  approach 

Let  me  turn  now  to  some  broader  perspectives  of  the  Inter-American  Bank 
as  a  multilateral  institution  and  on  our  relationships  with  such  institutions. 

I  think  it  is  timely  to  recall  that  ^^S.  financial  cooperation  for  development 
with  other  nations  through  multilateral  institutions  has  always  had  .strong 
bipartisan  supix»rt  in  the  Congress.  We  have  progres-ed  in  this  development 
endeavor  because  Congress  over  tlie  years  has  made  judgments  that  there  were 
concrete  advantages  for  the  United  States  in  the  multilateral  approach  to 
development  financing. 

The  executive  and  the  legislative  branches  have  agreed  many  times  on  the  ad- 
vantages in  many  circumstances  of  the  multilateral  approach.  Without  in  any 
way  prejudging  or  forecasting  the  outcome  of  the  current  review  of  our  total 
foreign  assistance  effort,  I  can  safely  .say  that  the  l>enefits  inherent  in  doing 
our  development  business  multilaterally  argue  for  greater,  not  lesser,  reliance 
on  multilateral  institutions.  Let  me  just  mention  .some  of  the  advantages  of  this 
approach :  the  sharing  of  the  financial  burdens  of  development  financing,  so 
that  we  do  not  carry  all  of  the  cost ;  the  greater  likelihood  that  lending  judg- 
ments will  be  made  on  strictly  economic  grounds :  aTid  the  desirable  mainte- 
nance of  economic  discipline  on  borrowing  countries  through  a  collective 
judgment,  not  one  determined  by  the  T'nited  States  alone. 

We  must  recognize,  however,  that  if  we  wish  to  continue  to  enjoy  the  bene- 
fits of  a  cooperative  partnership  in  the  international  field,  we  cannot  expect 
to  enjoy  the  same  independence  of  action  we  have  when  we  proceed  bilaterally. 
Multilateral  development  institutions  serve  well  our  broad  foreign  ix)licy  goals, 
but  they  should  not  and  cannot  be  asked  to  serve  particular  U.S.  foreign  policy 
interests.  To  try  would  be  to  jeopardize  their  multilateral  status. 

Just  as  we  must  not  seek  to  employ  a  multilateral  bank  as  an  instrument 
serving  particular  foreign  policy  interest.s,  so  is  it  not  consistent  with  a  workable 
multilateral  approach  to  imi)o.se  unilaterally  narrow  limitations  on  the  ways 
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that  regular  contributions  provided  by  tlie  United  States  may  be  used  or  may 
not  be  used.  Such  efforts  would  affect  not  only  our  funds  but  contributions  other 
countries  have  made  to  the  institution.  Moreover,  these  efforts  would  prompt 
similar  efforts  from  other  participants.  Tlie  result  would  be  not  a  multilateral 
agency  with  a  manageable  and  coherent  program,  but  a  collection  of  national 
trust  funds  to  be  used  under  highly  special  and  often  conflicting  criteria. 

In  making  this  point  I  am  seeking  to  convey  the  distinction  between  uni- 
laterally imposed  limitations  by  one  donor  and  conditions  or  new  policies  that 
are  negotiated  and  accepted  multilaterally  by  member  countries.  I  have  just  out- 
lined new  policy  directions  which  we  have  agreed  to  with  our  Latin  partners 
in  Punta  del  Este.  They  are  an  integral  part  of  the  replenishment  we  are  now 
asking  Congress  to  authorize.  This  is  an  example  of  the  method  and  the  manner 
in  which  we  work  together  to  shajie  the  policies  of  the  institution  in  which 
23  countries  share  membership.  This  achievement  is  current  testimony  of  the 
effectiveness  and  the  value  of  this  approach. 

In  considering  the  role  the  United  States  plays  as  a  major  member  country  in 
the  Inter-American  Development  Bank,  we  must  remember  that  we  have  the 
benefit  of  a  highly  experienced  Executive  Director  and  Alternate,  long  acquainted 
with  both  the  problems  of  development  finance  and  the  concerns  of  the  Treasury. 
He  is  a  full-time  Executive  Director,  as  is  his  Alternate,  with  their  offices  in  the 
Bank,  representing  the  United  States  in  the  Bank's  deliberations.  Through  Mr. 
Costanzo  the  United  States  receives  full  information  upon  not  only  lending  oper- 
ations but  also  policy  issues  as  they  evolve.  This  information  is  used  by  the 
Treasury  staff  and  the  other  agencies  of  the  NAC — including  the  Department  of 
State,  the  Federal  Reserve,  the  Export-Import  Bank,  and  the  Department  of 
Commerce — in  advising  me  how  the  United  States  should  instruct  the  U.S.  Execu- 
tive Director  to  vote  on  a  particular  issue.  Therefore,  it  is  with  experience, 
exposure,  and  full  information  that  the  United  States  pursues  its  responsibilities 
with  this  Bank. 

I  mention  these  considerations  which  touch  upon  a  proper  and  workable  rela- 
tionship with  the  multilateral  financial  bodies  because  over  the  years  Treasury 
has  been  acutely  conscious  of  these  issues.  Now,  as  we  place  more  reliance  on 
them,  it  is  quite  natural  that  we  be  expected  to  demonstrate  that  our  national 
interests  are  being  well  served  through  the  productive  employment  of  our  con- 
tributions. What  assurances  now  exist  and  where  should  improvements  be  sought 
within  a  framework  that  recognizes  the  multilateral  character  of  institutions 
such  asthelDB? 

A  description  of  the  established  controls  and  procedures  in  the  Inter-American 
Bank  would  be  helpful.  The  Bank  follows  internationally  accepted  standards  and 
criteria  of  operation  that  are  compatible  with  our  own  methods.  The  main 
elements  are : 

— Internal  audit. — This  is  a  full-time  audit  staff  of  the  Bank.  It  reports  to  the 
Bank's  President.  Operating  with  broad  audit  authority,  it  fimctions  in  a  way 
similar  to  comparable  staffs  in  major  private  corporations  and  lending  institu- 
tions. Their  responsibilities  range  from  assuring  compliance  with  procedures  and 
cash  controls  to  developing  new  internal  controls  and  procedures  to  meet  the 
expanding  activities  of  the  Bank. 

— External  comprehensive  financial  audit. — .From  its  founding  the  Bank  has 
asked  an  important  and  much  experienced  accounting  firm  of  international  repu- 
tation to  conduct  a  comprehensive  financial  audit  on  behalf  of  the  Governors. 
This  is  exactly  the  same  type  of  audit  this  firm  makes  of  many  of  our  own  large 
financial  institutions. 

— An  independent  review  and  evaluation  audit  group. — This  is  a  multilateral 
group  composed  of  three  persons  of  competence  and  high  standing,  chosen  from 
outside  of  governments,  to  provide  an  independent  overview  into  the  effectiveness 
of  programs  and  operations  of  the  Bank.  It  reports  to  the  Executive  Directors 
and  Governors.  This  group  is  relatively  new  and,  due  to  illness,  somewhat  slow 
starting.  However,  we  expect  much  of  it  in  the  future.  It  was  created  by  multi- 
lateral agreement,  under  the  stimulus  of  the  Selden  Amendment  to  the  IDB  Act. 

But  it  is  not  enough  to  describe  what  we  rely  ui)on  now.  Treasury  must  con- 
tinually ask  where  improvements  can  be  made. 

First,  we  can  strengthen  the  mechanisms  for  executive-legislative  contact  in 
the  overview  of  our  participation  in  the  IDB — as  well  as  the  other  multilateral 
institutions.  I  share  the  view  expressed  by  committee  members  on  other  occasions 
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that  we  should  ensure  that  these  mechanisms  function  on  a  continuing  basis.  We 
are  happy  to  do  this. 

Second,  we  can  encourage  the  development  into  full  effectiveness  of  the  IDB's 
relatively  new  arrangenient.s  for  the  indeiiendent  oversight  group  for  measuring 
the  effectiveness  of  its  i)rograms  which  I  just  mentioned.  Such  audits  are  an 
important  management  tool  and  should  be  used  to  assure  effective  and  eflScient 
oi>erations.  While  there  have  been  delays,  a  start  has  been  made  by  this  "Group 
of  Controllers  of  the  Review  and  Evaluation  System."  It  is  important  that  the 
work  of  this  group  move  forward  effectively  and  efficiently. 

Third,  we  look  forward  to  benefits  and  insights  that  may  be  obtained  from  the 
review  the  General  Accounting  Office  now  has  underway  regarding  the  U.S. 
management  of  its  participation  in  the  multilateral  institutions.  Pursuit  of  this 
examination  has  been  clarified  through  testimony  by  GAO  officials  before  the 
Congress  in  which  it  is  recognized  that  direct  GAO  audit  of  the  multilateral 
institutions  would  be  inconsistent  with  the  basic  legal  framework  under  which 
we  participate  in  those  institutions.  While  speaking  of  U.X.  international  organi- 
zations and  noting  probable  opportunities  for  improvement  in  the  management  of 
U.S.  participation  in  that  family  of  U.N.  organizations,  the  Comptroller  General 
stated, 

"We  recognize  that  U.S.  efforts  toward  improved  management  of  activities  of 
international  organizations,  of  which  the  United  States  is  a  member,  must  be 
undertaken  and  assessed  within  the  framework  of  the  international  character  of 
the  organization  and  that  membership  presumes  a  willingness  on  the  part  of 
member  nations  to  rely  on  the  management  of  the  organization.  We  also  recog- 
nize that  constraints  on  actions  that  can  be  taken  unilaterally  are  an  inherent 
part  of  such  membership  no  matter  how  constructive  the  proposed  actions  might 
be." 

This  common  view  of  the  U.S.  relationship  with  international  organizations — 
which  applies  at  least  as  fully  to  the  multilateral  lending  institutions — permits 
us  to  respect  the  vital  distinction  between  examining  the  I\S.  management  of  its 
participation  in  such  an  institution  and  examining  that  institution  itself.  The 
GAO  staff  is  presently  in  Treasury  making  its  examination  on  this  basis. 

Mainly  because  this  vital  distinction  is  overlooked  in  the  proposed  section  504 
of  this  year's  Foreign  Aid  Appropriation  Bill,  which  would  require  a  GAO  audit 
of  the  IDA  and  Asian  Bank.  I  feel  it  necessary  to  register  the  strongest  objections 
to  that  provision.  Very  similar  considerations  apply  to  the  accompanying  pro- 
posed section  50.j  of  the  .same  bill,  which  would  also  be  harmful  to  the  multi- 
lateral .status  of  these  institutions  by  requiring  unilateral  justification  of  each 
international  lending  action  by  these  multilateral  institutions.  Justification  of 
our  participation  takes  place  in  sessions  with  Congress  such  as  is  taking  place 
today. 

Moreover,  we  are  prepared  to  discuss  frankly  and  forthrightly  some  recent  un- 
favorable allegations  concerning  the  conduct  of  the  Bank's  a;ffairs.  I  can  assure 
the  committee  that  all  the  critical  jmints  of  which  I  am  aware  have  been  care- 
fully reviewed.  I  remain  convinced  that  the  Bank  is  a  sound  institution  operating 
effectively  in  support  of  the  hemisphere's  development.  It  is  well  placed  to  meet 
the  challenges  of  the  1970's.  We  stand  ready  to  respond  to  any  further  inquiries 
you  may  have  in  this  area. 

Conclusion 

Mr.  Chairman,  the  proposal  before  you  has  President  Nixon's  full  support.  The 
authorization  amounts  we  are  seeking  today  are  large,  just  as  the  development 
financing  needs  in  I^atin  America  are  large.  The  institution  through  which  these 
funds  will  be  channeled,  along  with  comparable  funds  from  all  of  the  other  mem- 
ber countries,  is  the  primary  vehicle  for  financial  cooperation  in  this  hemisphere. 
The  II )B  continues  to  show  satisfactory  financial  results,  enabling  it  to  strengthen 
its  re.serve  position  and  maintain  the  confidence  of  the  purchasers  of  its  securities 
around  the  world.  The  U.S.  stake  in  it  is  large,  not  simply  in  financial  terms  but 
also  in  terms  of  our  entire  foreign  economic  iM)licy  stance  toward  I>atin  America. 
Both  our  national  interests  and  the  development  aspirations  of  Latin  America 
have  been  well  served  by  the  constructive  contribution  made  by  the  Hank  in  its 
ten-year  history.  I  urge  that  you  endorse  the  legislation  before  you  for  its  early 
adoption  by  the  Congress. 
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Exhibit  44. — Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
September  3,  1969,  before  the  Senate  Finance  Committee,  on  extension  of  the 
interest  equalization  tax 

I  appreciate  the  opportunity  to  appear  before  this  committee  to  urge  your 
approval  of  H.R.  12829  extending  for  a  further  period  (through  March  31,  1971) 
the  interest  equalization  tax  (lET). 

This  Bill  follows  a  recommendation  of  the  President  in  his  April  4  statement 
on  the  balance  of  payments. 

As  the  President  made  clear  at  that  time,  this  Administration  aims  to  relax 
and  dismantle  as  soon  as  possible  the  various  selective  controls  over  capital 
exports.  But  he  also  indicated  that  this  must  be  done  with  prudent  concern  for 
the  realities  of  our  balance-of-payments  situation.  Consequently,  while  he  re- 
duced the  rate  of  the  tax  he  found  it  necessary  to  request  the  extension  of 
the  legislation. 

This  tax  does  not  in  any  way  reduce  the  necessity  to  pursue  the  fundamental 
measures  needed  to  correct  the  underlying  causes  of  the  balance-of-payments 
problem.  Most  importantly  we  must  eliminate  the  overheating  and  inflationary 
pressures  that  have  characterized  the  economy  in  recent  years.  However,  this 
approach  requires  time.  In  the  interim,  we  need  the  balance-of-payments  pro- 
tection afforded  by  the  interest  equalization  tax. 

There  is  no  denying  that  our  balance-of-payments  position  continues  to  be  a 
subject  of  concern. 

The  source  of  this  concern  is  the  disappearance  of  our  large  trade  surplus. 
From  an  annual  average  of  $">  billion  in  the  early  1960"s  this  surplus  has  rapidly 
evaporated.  Consequently,  our  total  current-account  pcsition  (including  net  in- 
vestment income,  other  service  transactions  and  transfers,  as  well  as  trade)  has 
shown  a  large  deterioration. 

Even  excluding  military  expenditures  abroad — inflated  since  1965  by  the 
Vietnam  conflict — our  current-account  surplus,  which  averaged  around  $5.7 
billion  per  year  in  the  early  1960's,  is  now  running  somewhat  under  $3.5  billion 
per  year,  notwithstanding  the  growth  in  investment  income.  While  we  look  for- 
ward to  a  reversal  of  this  trend  and  an  improvement  in  our  current  account 
position,  this  is  not  a  short-term  process. 

Fortunately,  our  overall  payments  position  has  been  supported  by  capital 
inflows.  Permitting  the  lET  to  lapse — with  a  consequent  increase  in  capital  out- 
flows— would  hurt  our  position  on  capital  account  at  a  time  of  deterioration  in 
our  current  account.  This  could  result  in  increased  pressure  on  our  reserves. 

The  lET  has  substantially  supported  our  payments  situation  since  its  inception. 
In  addition,  this  tax  has  played  a  significant  reinforcing  role  in  connection  with 
the  other  two  capital  restraint  programs  covering  (1)  loans  to  foreigners  by 
U.S.  financial  institutions;  and  (2)  direct  investment  outflows  of  U.S. -source 
funds.  The  design  of  each  of  these  programs  was  such  that  their  effectiveness  and 
their  administration  would  be  facilitated  by  the  lET. 

There  is  ample  evidence  of  the  continued  need  for  this  tax  measure. 

1.  Lower  interest  costs  for  bond  issues  by  foreign  borrowers  in  the  U.S.  capital 
marliet,  as  compared  with  alternative  sources,  is  largely  what  prompted  this 
measure  in  the  first  place.  These  differentially  lower  U.S.  rates  persist  today. 

This  fact  may  come  as  a  surprise  to  those  who  cite  the  U.S.  bank  "prime  rate" 
of  8.5  percent  and  read  about  Euro-dollar  borrowings  at  10  percent  to  11  percent. 
However,  comparison  of  rates  on  long  term  bonds  shows  that  even  though  the 
differential  between  borrowing  costs,  here  and  abroad,  did  narrow  this  spring,  it 
continues  to  be  cheaper,  apart  from  the  lET,  for  foreigners  to  borrow  in  the 
United  States. 

2.  Countries  and  institutions  exempt  from  the  lET — which  can  choose  between 
the  U.S.  and  foreign  markets — have  continued  to  place  an  increasing  amount  of 
issues  in  the  United  States. 

3.  The  foreign  direct  investment  program  has  encouraged  borrowings  over- 
seas by  U.S.  companies  as  a  means  of  financing  investment  abroad,  thereby 
reducing  the  balance-of-payments  impact  on  the  United  States.  Many  of  these 
issues  have  had  especially  attractive  features.  The  lET  has  deterred  U.S.  resi- 
dents from  purchasing  these  securities — purchases  which  would  negate  the  bene- 
fit of  the  direct  investment  program.  The  very  substantial  volume  of  these 
attractive  issues  now  outstanding  would  certainly  occasion  an  intolerable  outflow 
of  capital  from  U.S.  residents  if  the  tax  were  to  lapse  now. 
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Supported  by  this  clear  evidence  of  its  effectiveness  and  the  continued  need 
dictated  by  our  payments  position,  the  proposed  extension  of  the  lET  is  the  mini- 
mum insurance  necessary  to  guard  against  the  risk  of  potentially  large  portfolio 
outflows. 

Secretary  Kennedy  has  recently  written  to  Senator  Javits,  relating  this  re- 
quest for  extension  of  the  interest  equalization  tax  to  our  balance-of-payments 
policy  and  to  President  Nixon's  April  4  statement.  The  occasion  was  a  letter  from 
the  Senator  which  emphasizes  the  desirability  of  dismantling  our  direct  balance- 
of-payments  controls  as  soon  as  possible  and  asks  for  the  Secretary's  views. 

The  Secretary  replied : 

"On  April  4,  1969,  President  Nixon  purposefully  began  just  exactly  this  type 
of  proce.ss  consistent  with  our  balance-of-payments  position.  At  that  time  he  an- 
nounced a  relaxation  of  the  capital  restrictions  on  foreign  direct  inve.stment  and 
lending  abroad  by  bank  and  nonbank  financial  institutions.  In  addition,  he  pledged 
that  'we  shall  find  our  solutions  (to  our  economic  jjroblems)  in  the  framework 
of  freer  trade  and  payments.' 

"The,  President  also  pointed  out  that  'The  distortions  created  by  more  than  3 
years  of  inflation  cannot  be  corrected  overnight.  Nor  can  the  dislocations  resulting 
from  a  decade  of  balance-of-payments  deficits  be  corrected  in  a  short  time.'  It  was 
against  the  background  of  the.se  actions,  this  pledge  and  an  appreciation  of 
the  time  it  takes  to  restore  balance  to  the  economy  that  the  President  announced 
his  intention  to  seek  an  extension  of  the  Interest  Equalization  Tax.  The  exten- 
sion legislation  now  before  the  Senate  has  a  new  provision  which  would  provide 
to  the  President  the  authority  to  have  a  lower  tax  rate  on  new  issues  from  that 
which  would  pertain  to  outstanding  securities.  The  purpose  of  this  ijrovi.-ion  is  to 
provide  that  degree  of  flexibility  which  could  be  useful  in  reducing  the  reliance 
upon  this  tax  as  a  selective  restraint  in  our  overall  balance-of-payments  pro- 
gram. For  example,  if  this  authority  is  employed,  a  low  or  no  tax  on  new  issues 
could  permit  greater  access  to  our  markets  for  new  projects  without  according 
this  benefit  to  outstanding  issues.' 

"The  willingness  of  this  Administration  to  vary  the  lET  tax  rate  so  that  it  will 
be  as  low  as  possible  consistent  with  monetary  .stability  was  demonstrated  first 
on  April  4  when  President  Nixon  reduced  the  lET  rate  from  approximately  ly^ 
percent  per  annum  to  three-quarters  i)ercent  per  annum  on  debt  securities.  It  is 
my  intention  to  recommend  to  the  President  further  use  of  this  authority  as 
circumstances  permit,  and  in  this  regard  I  will  be  si^ecially  mindful  of  the  op- 
portunity to  employ  the  additional  flexibility  we  are  now  seeking  from  Congress 
which  hopefully  will  advance  the  time  when  our  reliance  upon  this  tax  can 
disappear.' 

"It  is  also  my  intention  to  recommend  as  soon  as  possible  in  the  light  of 
balance-of-payments  developments,  additional  steps  in  the  gradual  relaxation 
of  the  capital  restrictions  imposed  under  the  foreign  direct  investment  program.' 

"I  would  emphasize  the  fundamental  fact  that  our  efforts  to  further  reduce 
reliance  upon  selective  restraints  will  be  greatly  facilitated  by  the  evident  effec- 
tiveness of  our  program  of  general  restraints  in  reducing  inflation,  restoring 
better  balance  to  our  economy,  and  creating  the  conditions  that  make  it  possible 
to  rebuild  our  trade  position.  As  inflation  is  so  much  the,  cause  of  our  interna- 
tional payments  problem,  it  is  vital  that  we  pursue  the  fiscal-monetary  re.-<traint 
which  will  foster  our  balanced  growth." 

I  am  providing  for  the  record,  as  an  annex  to  this  statement,  an  updated  sum- 
mary of  the  main  statistics  relating  to  this  subject. 

ANNEX 

Statistics  Relating  to  Request  for  Extension  of  the  Interest  Equalization 

Tax 

Interest  rates. — While  the  gap  between  long-term  interest  rates  on  U.S.  and 
foreign  capital  markets  has  narrowed  in  recent  years,  a  .significant  differential 
favoring  an  outflow  of  U.S.  long  term  loan  capital  .still  remains. 

The  accompanying  data  summarize  the  sitiiation  during  recent  months  and 
during  the  same  period  2  years  ago  for  U.S.  and  foreign  corporate  issues. 
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Yields  on  outstanding  bonds  in  domestic  market  and  on  international  straight  debt 

issues  abroad 

[Average  of  end-of-month  rates] 

May-July    May-July 
1969  1967 


U.S.  corporate  bonds  (domestic) 

Dollar  Issues  abroad  by: 

U.S.  companies 

Foreign  companies 

Margin  by  which  foreign  yield  exceeds  U.S.  yield: 

U.S.  companies 

Foreign  companies 


7.16 


7.47 
7.58 


.31 
.42 


5.66 


6.40 
6.67 


.74 
1.01 


On  long-term  government  issues,  the  differential  also  continues  to  be  significant 
in  the  case  of  many  major  countries,  as  shown  in  the  accompanying  table. 

Yields   on    U.S.    Government   and   various  foreign   government   long   term   bonds, 

June  1969 
[Percent  per  annum] 


Yield 


Diflerential 
over  U.S. 
bond  yield 


Western  Europe  (average) 6.95 

Belgium 6.94 

Denmark 9.46 

France 6.37 

Germany 6.60  (May) 

Italy 6.00 

Netherlands 6.83 

Sweden 6.82  (May) 

Switzerland 4.58  (May) 

United  Kingdom 9. 46 

Other  developed  countries: 

Canada 7.68 

Australia 5.87 

New  Zealand 5.65 

U.S.  Treasury  bonds 6.06 


0.89 

-.12 

3.40 

.31 

.  65  (May) 

-.06 

.77 

.  97  (May) 

-1.  27  (May) 

3.40 

1.62 

-.19 

-.51 

New  issues. — New  issues  in  the  United  States  by  countries  subject  to  the  tax 
have  virtually  disappeared  in  recent  years,  whereas  issues  here  by  tax-exempt 
countries  have  increased. 

New  issues  of  foreign  securities  purchased  by  U.S.  residents,  1962  through  mid-1969 

[In  millions  of  U.S.  dollars] 


Annual  rate 


1962  and  1st 
half  1963 

2d  half  1963 
through  1966 

1967 
and  1968 

1st  half  1969 
(estimate) 

Total  new  issues 

1,384 

1,065 

1,639 

1,494 

Countries  subject  to  lET 

466 
919 

711 
88 
64 
56 

89 
976 

690 
96 

116 
76 

8 
1,631 

977 
1421 
194 
318 

Countries  exempt  from  JET  (including  inter- 
national institutions)  of  which: 

Canada 

Latin  America 

1,494 
1,028 

Other  Countries 

466 

International  institutions 

438    1970  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

The  decline  in  new  issues  in  the  United  States  by  countries  subject  to  the  tax 
has  been  accompanied  by  an  increase  in  their  international  issues  abroad, 
according  to  the  following  estimates  compiled  by  Morgan  Guaranty  Trust 
Company. 

Estimated  new  issues  of  foreign  securities  sold  outside  North  America  1962  through 

mid- 1969 

[In  millions  of  U.S.  dollars] 


Annual  rate 

1962  and 

1st  half 

1963 

2d  half  1963 

through 

1966 

1967  and 
1968 

1st  half 

1969 

(estimate) 

393 

928 

2,116 

3,002 

247 

659 
81 

948 
97 
123 
511 
437 

1,498 

33 

240 

366 

68 

140 
148 

412 

45 

486 

Foreign  borrowers,  total 

Western  Europe 

Japan 

Canada 

Other  countries 

International  institutions   (including  minor 
unallocated). 


Outstanding  issues. — The  tax  has  also  discouraged  U.S.  purchases  of  outstand- 
ing foreign  securities  from  foreigners.  In  the  S^/^  years  preceding  the  announce- 
ment of  the  tax  in  mid-19()3,  U.S.  residents  were  net  purchasers  of  foreign  out- 
standing issues  at  an  annual  rate  of  about  $270  million  mostly  from  foreigners 
in  countries  later  subject  to  the  tax. 

For  several  years  following  announcement  of  the  tax,  U.S.  residents  were  net 
sellers  of  foreign  outstanding  issues.  Since  1967,  however,  U.S.  residents  have 
again  become  net  purchasers  of  outstanding  foreign  securities,  as  the  following 
table  shows. 

Net  transactions  in  outstanding  foreign  securities  by   U.S.  residents,  1960-68 
[In  millions  of  dollars.  Negative  figures  represent  net  sales] 

1960 -309 

1961 -387 

1962 -96 

1963— 1st  half  annual  rate -302 

Average  annual  rate,  1960-June  1963 —274 

1963-2d  half  annual  rate 204 

1964 194 

1966 226 

1966 323 

1967 -116 

1968 -102 

1969— 1st  half  annual  rate -414 

Average  annual  rate,  July  196*-June  1969 70 


lET  coUcetionn. — Collections  under  the  lET  legislation  are  shown  below.  The 
bulk  of  the  collections  results  from  U.S.  purchases  of  outstanding  stocks. 

Tax  collections  under  the  lET 
[In  millions  of  dollars] 


1964 

1966 

1966 

1967 

1968 

1st 
half 
1969 

8.0 

20.7 

26.3 

40.4 

91.7 

71.2 
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Exhibit  45.— Statement  by  Under  Secretary  for  Monetary  Affairs  Volcker, 
November  14,  1969,  before  the  Subcommittee  on  International  Exchange  and 
Payments  of  the  Joint  Economic  Committee 

This  Subcommittee  has  come  to  play  a  most  valuable  role  in  the  never-ending 
task  of  keeping  our  international  financial  arrangements  abreast  of  the  needs  of 
the  times.  You  have  promoted  informed  public  discussion  of  important  issues  too 
often  considered  the  preserve  of  experts,  prodded  practitioners  to  seek  new  and 
better  solutions,  and — not  least — provided  leadership  and  support  when  the  need 
for  change  has  been  demonstrated.  I  am  pleased  to  assist  in  this  process  this 
morning  by  discussing  U.S.  policies  related  to  the  proposed  increases  in  Inter- 
national Monetary  Fund  quotas  and  the  two-tier  gold  market  arrangements. 

I  am  doubly  pleased  that  we  can  consider  these  matters  against  a  backdrop  of 
relative  calm  in  international  financial  markets.  The  recurrent  stresses  and 
strains  characteristic  of  recent  years  have  been  symptoms  of  underlying  imbal- 
ances within  and  among  national  economies,  as  well  as  of  some  shortcomings  in 
international  financial  arrangements.  It  would  be  too  much  to  claim  these  prob- 
lems are  all  behind  us.  But  I  think  we  can  see  some  tangible  and  significant 
progress  toward  dealing  with  a  number  of  the  principal  sources  of  uneasineiss. 

The  evident  strengthening  of  the  external  position  of  the  United  Kingdom, 
the  adjustment  of  the  French  franc  parity  without  serious  disturbance,  and  the 
wise  and  courageous  action  of  the  new  German  Government  in  revaluing  the 
mark  have  together  removed  the  main  sources  of  immediate  speculative  ten- 
sions. More  than  that,  I  believe  they  have  helped  establish  a  solid  footing  for 
moving  ahead  to  deal  simultaneously  with  remaining  external  and  internal 
imbalances. 

For  instance,  by  making  imports  relativeily  cheaper  and  dampening  strong  in- 
centives to  divert  current  production  into  foreign  markets,  the  revaluation  of 
the  mark  should,  at  one  and  the  same  time,  assist  the  German  Government  in 
dealing  with  emerging  inflationary  pressures  at  home  and  significantly  improve 
the  prospects  of  achieving  a  better  equilibrium  in  external  trade  flows. 

Accompanied  by  effective,  sustained  policies  of  internal  fiscal  and  monetary 
restraint,  the  new  exchange  rate  for  the  franc  provides  a  basis  for  orderly 
restoration  of  the  French  competitive  position.  In  weathering  the  strains  of  the 
past  year — and  with  clear  signs  of  basic  improvement  now  showing  through  in 
recent  trade  and  balance-of-payments  data — sterling  need  no  longer  be  a  focus 
for  speculative  pressure. 

The  sense  of  greater  stability  fostered  by  these  recent  developments  in  i>ar- 
ticular  countries  had  been  strongly  reinforced,  I  believe,  by  the  multilateral  deci- 
sion at  the  IMF  meeting  to  move  ahead  with  the  creation  of  Special  Drawing 
Rights  in  the  sizable  volume  of  $9.5  billion  over  the  next  3  years.  This  decision 
has  been  clearly  presaged  by  intensive  preliminary  discussion  through  the  sum- 
mer. Nevertheless,  the  formal  activation  decision — taken  with  only  one  absten- 
tion— emphasized  the  extent  of  the  consensus  to  move  forward  into  a  new  era  of 
nuan'aged  reserve  creation.  More  broadly,  this  wide  agreement  about  so  sensitive 
a  subject  as  international  money  creation  seems  to  me  the  best  possible  omen  of 
our  capacity  to  deal  cooperatively  with  the  problems  in  other  difficult  and  com- 
plex areas. 

Indeed,  this  process  of  monetary  cooperation  is  now  reflected  in  the  fact  that, 
as  a  result  of  discussions  by  the  Governors  of  the  Fund  at  the  Annual  Meeting, 
the  Executive  Board  is  now  preparing  to  examine  carefully  and  systematically 
the  possible  usefulness  of  introducing  a  somewhat  greater  degree  of  flexibility 
into  the  exchange  rate  mechanism.  Study  of  this  matter  will  take  time.  A  wide 
variety  of  points  of  view  must  be  brought  to  bear,  many  of  which  stem  from  the 
basically  different  economic  circumstances  in  which  various  countries  find  them- 
selves. It  is  far  too  soon  to  pronounce  judgment  on  what,  if  any,  specific  pro- 
posals will  pass  the  te.st  of  practicality  and  widespread  usefulness.  Certainly, 
we  want  to  l>e  imaginative  in  seeking  ways  to  eliminate  rigidities  that  inhibit 
the  adjustment  process  or  tend  to  build  up  incentives  to  speculation.  But  we 
also  want  to  take  prudent  care  that,  in  making  changes,  we  do  not  undermine 
the  broader  stability  and  disciplines  of  the  system  as  a  whoile — stability  and 
disciplines  that  provide  an  essential  base  for  expanding  trade  and  orderly 
planning  and  investment  decisions.  I  can  assure  you  that  the  United  States  will 
be  actively  participating  in  this  joint  effort  in  this  spirit 

The  series  of  crises  and  near  crises  in  international  financial  markets  that  have 
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been  characteristic  of  recent  years  have  been  a  prod  for  constructive  change.  But 
we  can  also  take  some  satisfaction  from  the  fact  that  massive  speculative  flows 
have  been  absorbed  and  contained  without  rupturing  the  basic  international 
financial  structure  or  imi>eding  the  growth  of  trade.  Our  defenses  have  been 
tested,  and  they  have  stood  firm. 

Nowhere  has  this  been  more  striking  than  with  respect  to  the  new  gold  market 
arrangements  introduced  in  March  of  1968 — the  so-called  two-tier  system.  In 
essence,  the  decisions  taken  at  that  time  separated  dealings  in  gold  among 
national  authorities  from  the  vagaries  of  industrial  and  speculative  demands 
and  new  production  in  the  private  markets.  The  immediate  result  was  to  break 
the  link  between  currency  di.sturbauces  or  speculation  and  a  drain  of  gold  from 
oflScial  stocks  into  private  hoards — a  link  that,  in  practice,  had  become  self- 
reinforcing.  Instead,  speculation  in  gold  now  si>ends  itself  in  fluctuations  in  the 
price  in  private  markets.  The  process  is  self-limiting,  as  the  rising  price  of  an 
asset  that  yields  no  return  simply  increases  the  risk  of  subsequent  loss> 

Since  the  two-tier  system  was  introduced,  we  have,  in  fact,  seen  the  private 
price  move  over  a  considerable  range  in  the  leading  markets.  The  upper  end  of 
that  range,  at  about  $44  an  ounce,  was  reached  in  the  course  of  the  first  year — a 
period  when  the  market  was  growing  accustomed  to  the  new  arrangements  even 
while  the  supplies  of  newly  mined  gold  released  to  the  market  were  unusually 
light.  Since  March  of  this  year,  the  trend  has  generally  been  downward.  The 
current  price  happens  to  be  close  to  the  lowest  point  since  the  two-tier  system 
was  established. 

At  least  to  those  not  actively  participating  in  the  market,  the  forces  pusJhing 
the  price  in  one  direction  or  another  at  a  given  time  are  often  obscure.  But  what 
is  important  is  that  fluctuations  in  the  private  price  have  increasingly  come  to 
be  viewed  as  a  characteristic  of  what  is  essentially  a  commodity  market,  with 
limited  significance  for  the  monetary  system.  Indeed,  the  private  market  reacted 
only  slightly,  if  at  all,  to  some  of  the  more  severe  currency  crises  of  the  past 
year.  The  price  movements  that  have  developed  in  resixjnse  to  private  forces  and 
interests  only  seem  to  reinforce  the  wisdom  of  separating  our  basic  monetary 
arrangements  from  the  vagaries  of  this  market. 

The  existing  national  stocks  of  some  $39  billion  of  gold  of  course  remain  the 
most  important  single  element  in  oflScial  wor^ld  reserves,  accounting  for  somewhat 
over  half  the  total.  I  believe  gold  will  continue  to  have  an  imjxirtant  role  in  the 
monetary  system  as  far  ahead  as  we  can  foresee.  The  institution  of  the  two-tier 
system  recognizes  that,  relative  to  other  reserve  assets,  the  role  of  gold  will 
decline  over  time  as  the  need  for  total  reserves  grows.  Indeed,  operation  of  the 
two-tier  system  must  assume  the  creation  of  acceptable  reserves  in  other  forms. 

In  this  sense,  the  SDR  is  a  natural  complement.  Within  3  years,  the  volume  of 
SDK's  will  be  the  equivalent  of,  roughly,  one-fourth  of  the  entire  ofBcial  stock 
of  gold. 

On  the  basis  of  performance,  I  believe  the  two-tier  system  must  be  judged  a 
success.  This  is  true  despite  the  fact  that  it  has  not  been  possible  so  far  to  reach 
an  understanding  with  the  world's  largest  gold  producer — South  Africa — as  to 
appropriate  means  by  which  it  might  wish  to  handle  its  newly  mined  gold  within 
the  framework  of  the  generally  accepted  arrangements.  Normally,  South  Africa 
accounts  for  almost  80  percent  of  all  new  production. 

South  African  authorities  have  indicated  that,  as  a  practical  matter,  a  sub- 
stantial portion  of  this  production  has  been  channeled  to  private  hands  at 
premiums  over  the  oflScial  price.  I'nlike  other  gold  producers,  however,  South 
Africa  has  al.so  chosen  to  withhold  a  portion  of  its  potential  supply  from  the 
private  market.  The  manner  of  handling  South  African  gold  has,  of  course,  been 
a  recurrent  element  of  market  uncertainty  that  I  doubt  is  in  anyone's  long  term 
interest.  That  is  why  I  remain  hopeful  that  an  understanding  can  ultimately 
still  be  reached  as  to  the  appropriate  methods  of  handling  South  African  sales 
within  the  framework  of  the  best  interests  of  the  .system  as  a  whole. 

Consistent  with  the  basic  preniis<»s  of  the  two-tier  system,  I  am  aware  of  no 
attempt  by  official  institutions  to  profit  from  the  higher  price  of  gold  in  private 
markets  l»y  ofliicial  sales.  Moreover,  the  collective  judgment  embodied  in  the 
Marcli  17.  1908.  Communiquf'  that  there  is  no  need  to  add  to  reserves  in  the  form 
of  gold  from  the  private  markets  has  been  refiected  in  the  abstention  of  all  major 
countries  from  purcha.ses  of  South  African  or  newly-mined  gold,  apart  from 
certain  transactions  arising  from  the  normal  mechanism  of  the  IMF. 
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The  exceptions  to  this  practice,  to  the  best  of  my  knowledge,  have  been  con- 
fined to  a  very  few,  small  countries.  These  purchases  seem  to  me  to  have  been 
distinctly  unfortunate.  Obviously,  the  amounts  of  gold  involved  have  not,  in 
themselves,  impaired  the  effective  operation  of  the  two-tier  system.  Nevertheless, 
all  countries  and  all  central  banks  seem  to  me  to  share  a  common  responsibility 
for  maintaining  the  health  of  the  system  as  a  whole,  from  which  all  benefit.  In 
this  instance,  the  proper  expression  of  this  common  responsibility  seems  to  me 
a  willingness  to  abide  by  the  generally  accepted  implications  of  the  two-tier 
system. 

In  a  world  of  more  than  100  countries,  misunderstandings  of  the  purpose  and 
importance  of  the  new  arrangements  are,  of  course,  possible.  In  those  few  in- 
stances where  some  question  has  come  to  our  attention,  we  have,  naturally,  com- 
municated our  views  directly  to  those  concerned.  On  this  basis,  I  feel  confident 
that  the  basic  principles  inherent  in  the  two-tier  system  are  increasingly  weU 
understood. 

In  announcing  these  hearings,  your  Chairman  correctly  noted  that  new  gold 
has  entered  the  monetary  system  from  South  Africa  as  a  byproduct  of  certain 
IMF  transactions.  Some  $100  million  of  South  African  rand  have  been  drawn 
from  the  Fund  since  the  beginning  of  the  two-tier  system.  In  addition,  as  reviewed 
earlier  in  an  exchange  of  letters  between  Messrs.  Reuss  and  Widnall  and  Secre- 
tary Kennedy  published  last  spring,  in  certain  circumstances  South  African 
drawings  from  the  Fund  may  be  repaid  in  gold.  A  total  of  $50  million  was 
involved  in  such  repayments  last  summer. 

These  transactions  follow  long-standing  IMF  procedures,  and  the  United  States 
has  not  felt  it  necessary  or  desirable  to  raise  questions  about  these  particular 
applications  of  established  procedures  so  long  as  no  clear  record  developed  of 
their  repeated  use  simply  to  divert  gold  from  the  private  market.  This  has  not 
been  the  case  so  far.  The  use  of  rand  in  drawings  has  not  been  out  of  proportion 
to  the  use  of  other  currencies,  on  the  basis  of  established  criteria.  So  far  as  the 
South  African  drawing  in  the  spring  was  concerned.  Secretary  Kennedy  noted, 
iu  his  letter  to  the  Chairman,  that : 

"*  *  *  We  have  long  supported  the  concept  that  gold  tranche  drawings  be 
virtually  automatic,  and  we  continue  to  believe  that  no  doubt  should  be  cast  on 
the  ability  of  a  country  to  mobilize  these  funds  promptly  should  it  deem  a  need 
exists.  I  am  convinced  that  should  exijerience  show  that  the  privilege  is  being 
abused  by  repeated  drawings  and  repayments  unrelated  to  the  basic  objectives 
of  the  IMF,  adequate  means  exist  to  effectively  halt  such  practices." 

Your  Chairman,  in  his  announcement,  also  raised  the  question  of  what  plans 
there  might  be  for  handling  the  gold  portion  of  the  payments  required  in  connec- 
tion with  the  anticipated  increase  in  IMF  quotas.  The  problem  arises  essentially 
because  the  Fund  Articles — drafted  25  years  ago — require  that  25  percent  of  any 
increase  in  quotas  must  be  made  in  the  form  of  a  single  kind  of  reserve  asset : 
namely,  gold.  Because  some  countries  hold  very  little  gold,  the  potential  arises 
for  a  large  conversion  of  dollars  into  gold,  presumably  at  the  expense  of  U.S. 
reserves,  simply  to  enable  these  countries  to  make  necessary  quota  payments. 

One  effective  and  straightforward  way  of  averting  this  incidental,  biit  quanti- 
tatively large,  potential  drain  of  U.S.  re.serves  as  a  result  of  quota  increases 
would  be  to  permit  SDK's  to  be  used  as  well  as  gold.  As  a  result  of  the  initial 
activation  of  SDK's  in  January,  virtually  every  country  would  then  be  equipped 
to  make  the  necessary  payment  from  its  own  reserves,  just  as  major  countries, 
including  the  United  States,  are  prepared  to  pay  in  gold.  Moreover,  this  proce- 
dure would  further  demonstrate  the  essential  equivalence  of  gold  and  SDK's  as 
reserve  assets. 

Unfortunately,  the  amendment  to  the  Articles  of  Agreement  providing  for 
SDK's  failed  to  include  such  a  provision.  I  believe  many  foreign  officials  would 
now  share  the  regret  expressed  publicly  by  Emilio  Colombo,  the  Italian  Minister 
of  the  Treasury,  who  was  a  principal  in  the  SDK  negotiations,  over  this  omission. 
However.  I  think  we  must  recognize  the  difficulty  of  amending  the  Articles  at  this 
time  for  this  purpose. 

In  any  event,  other  techniques  are  available  to  forestall  the  so-called  secondary 
impact  of  quota  payments  on  our  own  reserve  position.  These  techniques  are  more 
cumbersome.  They  essentially  entail  a  series  of  transactions  by  which  countries 
with  insufficient  gold  would  initially  obtain  the  gold  from  one  or  more  other 
countries  ;  the  gold  is  then  paid  into  the  Fund  ;  and  the  Fund,  in  turn,  repurchases 
with  equivalent  gold,  needed  currencies.  In  the  end,  the  Fund  will  be  adequately 
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supplied  with  usable  currencies,  or  i>erhaps  SDK's,  without  impairing  the  reserve 
position  of  any  country.  I  believe  in  concept  the  need  for  such  an  arrangement  is 
widely  accepted,  and  there  is  every  reason  to  expect  that  the  Executive  Directors 
will  propose  a  fully  acceptable  and  technically  sound  plan. 

The  Executive  Directors  are  now  shaping  a  proposal  to  the  Governors  as  to 
the  size  and  distribution  of  quota  increases  themselves.  The  U.S.  welcomes  this 
prospective  addition  to  the  Fund's  resources,  which  I  anticipate  will  be  reasonably 
in  line  with  the  growth  of  the  world  economy.  In  a  sense,  this  prospective  addi- 
tion to  the  supply  of  international  credit  is  a  natural  complement  to  the  inaugura- 
tion of  SDK's,  which  provide  an  exi>anded  reserve  base. 

The  task  of  achieving  a  distribution  of  quotas  that  fairly  reflects  the  relative 
needs  and  circumstances  of  various  member  countries  is  a  delicate  process.  In 
balancing  the  various  considerations  involved  and  to  facilitate  the  negotiating 
process,  the  United  States  has  indicated  a  willingness  to  accept  a  slightly  smaller 
percentage  increase  in  its  own  quota^now  at  .$5.2  billion — than  seems  likely 
for  the  average  member.  Nevertheless,  we  anticipate  that,  for  the  first  time  since 
the  Fund  was  founded,  the  I'nited  State>^,  in  addition  to  its  share  of  a  general 
lncrea.se  applicable  to  all  members,  will  accept  a  portion  of  the  additional  selec- 
tive increase  to  which  it  would  be  entitled  on  the  basis  of  commonly  used  for- 
mulas calculated  to  reflect  relative  economic  growth  and  weight.  This  decision 
may  raise  the  further  que-tion,  in  the  light  of  previous  practices,  of  whether  we 
are  prepared  to  increase  in  approximately  the  .same  proportion  our  capital  sub- 
scription to  the  World  Bank.  Both  the  quota  and  any  i>ossible  increase  in  the 
World  Bank  subscription  would,  of  course,  require  legislation. 

All  of  this,  as  I  suggested  at  the  start,  sugge-ts  progress  in  dealing  with  the 
problems  of  the  international  financial  system.  But  we  must  also  recognize  there 
is  one  area — fundamentally  more  important  than  any  other  I  have  touched  on 
today — where  the  neede<l  progress  has  been  all  too  slow. 

I  am  referring,  of  course,  to  the  related  problems  of  our  balance-of-payments 
position  and  our  internal  inflation.  The  preliminary  third  quarter  payments 
figures  show  a  seasonally  adjusted  deficit  on  the  so-called  liquidity  basis  of  .some 
$2%  billion,  only  a  bit  below  the  average  of  $2.8  billion  during  the  first  two 
quarters  of  the  year.  Moreover,  on  the  official  .settlements  basis,  where  we  had  a 
sizable  surplus  in  the  first  half  of  the  year,  a  deficit  approaching  $1  billion  de- 
veloped in  the  third  quarter. 

It  would  be  misleading  to  focus  too  do.sely  on  precise  numbers.  The  conven- 
tional measure  of  the  liquity  deficit  continues  to  be  distorted  by  some  transient 
factors  of  little  real  economic  significance,  including  a  sizable  reversal  of  so- 
called  si)e.cial  receipts.  Outflows  related  to  speculation  in  the  German  mark, 
which  subsided  only  at  the  end  of  the  cpiarter,  probably  had  some  impact  on 
both  measures  of  our  payments  i)osition.  Conver.sely,  a  reflow  of  funds  from 
Germany,  the  apparent  need  for  many  corporations  to  repatriate  funds  to  con- 
form to  the  direct  investment  regulations,  and  other  factors  should  work  toward 
some  improvement  during  the  current  quarter. 

Nonetheless,  any  analysis  makes  it  plain  that,  beyond  short-run  distortions,  we 
face  a  major  challenge.  The  nub  of  the  problem  is  perfectly  clear.  If  we  expect  to 
invest  freely  abroad,  to  provide  aid,  and  to  carry  our  military  resiMinsibilities, 
we  must,  over  time,  i)rovide  the  bulk  of  the  resources  through  a  strong  trade  and 
current  account  i>osition.  Instead,  we  have  i)ermitted,  over  recent  years,  an 
erosion  in  our  international  competitive  i>osition.  and  overheating  has  sucked 
in  imiK>rts.   By   10G8,  our  traditional  large  trade  surplus  had  almost  vanished. 

In  recent  months,  there  have  been  some  glimmerings  that  the  ])rocess  of  re-tor- 
ing  that  favorable  trade  balance  may  have  begun:  at  the  least,  the  deterioration 
has  been  stemmed.  A  vigorous  business  climate  abroad  should  provide  a  clear 
opportunity  for  imi>rovement  in  the  year  ahead.  But  it  is  plain  that  the  full  job 
of   restoring  our  comiM'titive   position   can't   be  accomplished   easily  or  quickly. 

What  is  essential  is  that  the  signs  of  underlying  i>r()gress  are  plain.  The  most 
imiK)rtant  sign  of  all  will  be  a  danqK^ning  of  our  internal  infl.itionary  pressure.s. 

I  know  this  kind  of  plea  is  familiar  to  you  all,  and  I  have  no  new  approach  to 
recommend  other  than  the  tough  and  painful — but  also  indispensjible — course  of 
fi.scal  and  monetary  restraint.  I  repeat  these  words  today  only  becau.se  it  is 
always  too  ea.sy — in  the  euphoria  of  the  mcinent,  intrigued  by  the  intellectual 
challenge  of  developing  one  monetary  mechanism  or  another — to  lose  sight  of 
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this  fundamental.  The  size  and  distribution  of  Fund  quotas,  the  performance  of 
the  two-tier  system,  the  effects  of  the  German  revaluation,  even  the  major  ac- 
complishment of  the  SDR  and  the  potential  for  some  limited  flexibility  of 
exchange  rates  will  be  of  limited  consequence  if  we  do  not  meet  our  own  responsi- 
bilities for  a  reasonable  degree  of  price  stability. 

In  the  end,  world  monetary  stability  rests  on  the  stability  of  the  dollar  itself. 
Failing  that,  I  will  be  in  no  position  to  report  in  the  future  the  same  grounds 
for  confidence  that  I  have  cited  today. 


Exhibit  46. — Letter  from  Under  Secretary  for  Monetary  Affairs  Volcker,  Jan- 
uary 9, 1970,  to  Congressman  Reuss,  on  the  handling  of  South  African  gold 

January  9,  1970. 

Dear  Mr.  Reuss  :  As  Chairman  of  the  Subcommittee  on  International  Ex- 
change and  Payments  of  the  Joint  Economic  Committee  and  the  Subcommittee 
on  International  Finance  of  the  House  Banking  and  Currency  Committee,  you 
are  particularly  interested  in  the  announcement  on  December  30  by  the  Inter- 
national Monetary  Fund  of  a  decision  on  the  handling  of  South  African  gold. 

As  I  recently  testified  before  your  committee,  the  two-tier  gold  market  has 
performed  with  great  effectiveness.  At  the  same  time,  I  noted  there  had  been 
one  element  of  uncertainty  with  respect  to  the  handling  of  new  gold  production 
that  was  not  in  anyone's  long  term  interest. 

The  appropriate  treatment  of  newly-mined  gold,  and  of  South  African  gold 
more  generally,  within  the  framework  of  present  gold  arrangements  was  not  fully 
considered  or  resolved  at  the  Washington  meeting  among  some  leading  central 
banks  that  led  to  the  establishment  of  the  two-tier  system  in  March  of  1968.  This 
matter  has,  of  course,  been  discussed  repeatedly  among  the  interested  countries 
since  the  inception  of  that  system.  One  common  thread  in  all  the  discussions  in 
which  the  United  States  has  participated,  dating  back  at  least  to  the  IMF  meet- 
ings in  the  fall  of  1968,  has  been  the  concept  of  official  purchases  of  South  African 
gold  in  circumstances  in  which  the  private  price  moved  to  or  below  the  oflBcial 
price.  However,  there  have  also  been  areas  of  substantial  disagreement  and 
contention. 

I  believe  that  the  agreement  that  has  now  been  reached  on  the  proper  treat- 
ment of  South  African  gold  in  the  framework  of  the  IMF  is  fully  consistent  with 
the  continued  effective  functioning  of  the  two-tier  system.  Indeed,  the  decision 
with  respect  to  South  African  gold  represents  a  formal  recognition  of  the  two- 
tier  system  and  its  essential  operational  characteristics  by  the  IMF  membership 
itself. 

The  oflBcial  consensus  now  expressed  in  these  related  IMF  decisions,  practices, 
and  policies  seems  to  me  an  important  step  in  institutionalizing  the  gold  market 
arrangements  in  an  agreed  manner.  It  should  certainly  help  avoid  future  devi- 
ations in  practice  in  the  handling  of  gold  transactions  with  South  Africa,  as  have 
occasionally  taken  place  in  the  past. 

I  am  enclosing  a  copy  of  the  press  release  ^  of  the  International  Monetary  Fund 
setting  forth  the  elements  of  the  overall  understanding. 

I  would  note,  in  summary  of  the  principal  aspects,  that  a  major  feature  of  the 
understanding  is  that  South  Africa  will  sell  all  newly-mined  gold  in  the  private 
market  in  an  orderly  manner  to  the  extent  of  its  payments  needs  as  long  as  the 
market  price  is  above  $35  per  ounce.  When  the  price  is  $35  or  below,  the  IMF 
would  be  prepared  to  buy  such  newly-mined  gold  in  amounts  limited  to  South 
African  payments  needs  at  a  price  equivalent  to  .$34.9125.  This  would,  of  course, 
be  the  lowest  price  at  which  South  Africa  has  had  to  sell  gold  for  many  years. 

Otherwise,  South  African  reserve  gold,  with  certain  understandings  as  to 
South  African  intentions,  is  available  for  use  for  the  same  essential  purposes 
that  other  countries  normally  may  satisfy  through  use  of  their  gold  reserves. 
However,  when  South  African  reserve  gold  is  sold  officially.  South  Africa  will 
normally  offer  it  to  the  IMF  (i.e.,  not  solicit  sales  to  other  official  buyers)  and 
members  of  the  IMF  will  generally  not  initiate  gold  purchases  from  South  Africa. 


*  See  following  exhibit. 
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Consequently,   the   IMF   will  be  the  recognized  channel  for  gold  transactions 
between  South  Africa  and  other  monetary  authorities. 

I  would  note  that  the  decision  of  the  IMF  to  buy  South  Africa's  new  produc- 
tion if  tlie  marliet  price  is  not  above  $35  per  ounce  does  not  provide  any  certain 
floor  for  the  market.  Obviously,  the  potential  removal  of  this  large  source  of 
supply  from  the  market  when  the  price  declines  to  the  official  price  should  inhibit 
declines  in  the  market  price  below  that  level.  But  it  does  not  assure  that  the 
private  price  will  not  go  below  .%'i.">  i>er  ounce.  Si>ecitically,  speculative  holders 
of  gold  are  neither  assured  a  floor  price  for  their  holdings  nor  an  ability  to  unload 
promjjtly  without  driving  the  price  down. 

It  is  our  view  that,  with  these  agreed  arrangements  for  newly-mined  South 
African  gold,  monetary  authorities  need  no  longer  be  concerned  over  price 
developments  in  the  private  market  and  should  abstain  from  any  purchase  of 
gold  from  the  private  market.  I  thus  anticipate  that  these  arrangements  will, 
in  effect,  tie  up  the  "loose  end"  of  the  two-tier  system  and  i>ermit  us  to  dispose 
of  gold  as  a  contentious  issue  in  international  monetary  affair.s. 

I  might  also  take  this  opportunity  to  comment  on  the  relationship  of  the  de- 
cision taken  in  the  IMF  to  the  recommendations  contained  in  the  Subcommittee's 
Report  entitled  "The  Pedigreed  Gold  System:  A  Good  System— Why  Spoil  It?" 

With  resi^ect  to  the  subcommittee's  first  recommendation,  I  have  already  ex- 
plained why  I  believe  the  IMF  decision,  far  from  undercutting  the  two-tier 
system  as  the  subcommittee  may  have  feared,  will  help  to  consolidate  and  in- 
stitutionalize that  system  by  making  it  the  agreed  basis  for  IMF  practices  as 
well  as  the  policies  of  individual  countries.  Indeed,  press  reports  clearly  indicate 
that  it  is  precisely  in  recognition  of  that  point  that  one  country,  which  has  not 
associated  itself  officially  with  the  two-tier  system,  felt  it  must  abstain  from  the 
Fund  decision.  Also,  I  have  noted  that  a  firm  floor  has  not  been  placed  under  the 
free  market  itself. 

I  respect  and  understand  the  considerations  that  led  your  committee  to  a  dif- 
ferent view  as  to  the  appropriate  handling  of  South  African  gold.  I  am  sure 
that  you,  too,  understand  that  this  is  a  matter  for  IMF  decision  and  for  an 
international  consensus,  not  a  matter  of  interest  to  the  United  States  alone. 

The  second  recommendation  of  tlie  subcommittee  regarding  purchases  by  the 
IMF  of  legitimate  monetary  gold  is  one  with  whidi  I  agree.  Our  Executive 
Director  to  the  IMF  has  so  indicated  to  IMF  members. 

Also,  I  am  in  agreement  with  the  third  recommendation  and  am  plea.sed  to 
report  that  fully  satisfactory  "mitigation"  arrangements  have  been  agreed  to  in 
connection  with  the  currently  proposed  quota  increase.  This  will  be  accomplished 
without  any  use  of  South  African  gold  (other  than  that  used  by  South  Africa  to 
make  its  own  quota  payment) . 

Finally,  I  agree  with  the  subcommittee  view  expressed  in  the  fourth  recom- 
mendation that,  in  the  future.  SDR  should,  ahmg  with  gold,  be  eligible  to  meet 
quota  obligations.  The  United  States  has  made  clear  that  it  will  .support  an 
amendment  to  the  Articles  of  the  IMF  to  accomplish  this,  and  I  fully  hoix*  and 
exi>ect  such  an  amendment  will  be  adopted  prior  to  any  general  increase  in  quotas 
be.vond  the  present  proposals. 

I  hope  these  views  will  be  useful  to  you  in  considering  the  merits  of  the  under- 
standing reached  in  the  IMF  on   South  African  gold.   I   would,  of  cour.se,  be 
pleased  to  discuss  the  matter  further  with  you  in  any  way  you  might  wish. 
Sincerely, 

Paul  A.  Volcker. 

Hon.  Henry  S.  Reuss, 

U.8.  IIoHHc  of  Rcprcscntativen. 


Exhibit  47. — Press  release  of  the  International  Monetary  Fund,  December  30, 
1969,  on  South  African  gold 

After  noting  a  policy  statement  of  South  Africa  with  resi^ect  to  the  sale  of 
gold  and  the  handling  of  its  reserves,  the  International  iVIonetary  FHmd  today 
decided  that  it  will  l)uy  gold  offered  to  it  by  South  Africa  whenever  the  latter  in- 
dicates that  the  offer  is  in  accordance  with  this  statement. 

Under  this  i)olicy.  South  Africa  may  offer  to  .sell  gold  to  the  F^ind  when  the 
market  price  of  gold  falls  to  .$35  jx-r  fine  ouncv  or  below,  in  amounts  necessary  to 
meet  current  foreign  exchange  needs  during  any  such  period.  Further,  South 
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Africa  may  sell  gold  to  the  Fund,  regardless  of  the  price  in  the  private  market, 
to  the  extent  that  South  Africa  has  a  need  for  foreign  exchange  over  a  semian- 
nual period  beyond  the  need  that  can  be  satisfied  by  the  sale  of  all  current  new 
gold  production  in  the  private  market. 

At  the  same  time  South  Africa  intends  to  sell  its  current  production  of  gold 
in  an  orderly  manner  in  the  private  market  to  the  full  extent  of  current  pay- 
ments needs.  However,  South  Africa  may  offer  to  sell  gold  up  to  $35  million 
quarterly  beginning  January  1,  1970,  from  the  stock  of  gold  it  held  on  March  17, 
1968,  reduced  by  sales  it  made  to  monetary  authorities  (including  Fund-related 
transactions)  after  that  date  and  also  by  such  future  sales  to  monetary  authori- 
ties as  it  may  make  to  finance  deficits  or  as  a  result  of  Fund-related  transactions. 

South  Africa  would  also  continue  to  use  gold  in  accordance  with  the  Articles 
and  past  decisions  of  the  Fund  whenever  the  occasion  would  arise,  for  example, 
to  pay  charges,  to  make  repurchases  of  the  Fund's  holdings  of  rand,  or  to  pay 
the  gold  subscription  arising  from  any  increase  in  South  Africa's  quota.  South 
Africa  has  stated  that  South  African  rand  purchased  by  other  Fund  members  in 
accordance  with  Fund  procedures  would  generally  be  converted  into  gold  by 
South  Africa  on  the  request  for  conversion  of  the  member  purchasing  the  rand 
from  the  Fund.  The  announced  ix)licy  also  envisages  that  South  Africa  may  offer 
to  sell  gold  to  the  Fund  to  obtain  currency  when  South  Africa  is  designated  by 
the  Fund  under  the  Articles  to  receive  Siiecial  Drawing  Rights  from  another 
participant  in  return  for  currency  to  be  provided  by  South  Africa  to  the  par- 
ticipant that  is  using  its  Special  Drawing  Rights.  These  Fund-related  sales  of 
gold  will  not  affect  the  volume  of  sales  of  newly-mined  gold  in  the  market. 

The  Fund  decision,  which  is  taken  without  prejudice  to  the  determination 
of  the  legal  position  under  the  Fund's  Articles  of  Agreement,  is  to  be  reviewed 
whenever  requested  because  of  a  major  change  in  circumstances  and  in  any  event 
after  five  years.  The  Fund  also  has  accepted  at  this  time  an  offer  previously 
made  by  South  Africa  to  sell  gold  to  the  Fund  in  return  for  14.5  million  pounds 
sterling. 

South  Africa  has  also  stated  that  when  selling  gold  other  than  in  the  private 
market  it  intends  in  practice  normally  to  offer  such  gold  to  the  Fund.  The  Fund 
took  the  decision  to  purchase  gold  from  South  Africa  with  the  understanding 
that  members  generally  do  not  intend  to  initiate  gold  purchases  directly  from 
South  Africa.  Gold  sold  to  the  Fund  can  be  used  by  it  whenever  the  Fund  deems 
it  necessary  to  replenish  its  holdings  of  member  currencies?.  Ordinarily,  sales  of 
gold  to  the  Fund  by  South  Africa  will  be  subject  to  a  charge  of  one-quarter  of  1 
percent. 

Exhibit  48. — Press  release  of  the  International  Monetary  Fund,  January  13, 
1970,  attaching  correspondence  from  South  African  Minister  of  Finance 
Diederichs  and  Under  Secretary  for  Monetary  Affairs  Volcker 

In  view  of  public  interest  in  details  of  the  recently  announced  arrangements 
relating  to  sales  of  gold  by  South  Africa  to  the  International  Monetary  Fund, 
the  South  African  and  U.S.  authorities  have  requested  the  Fund  to  publish  the 
attached  correspondence. 

Ministry  of  Finance, 
Pretoria,  SoutJi  Africa,  23d  December,  1969. 
Dear  Mr.  Schwihtzer  :  As  you  know,  for  some  time  the  Republic  of  South  Africa 
has  been  discussing  with  the  United  States,  with  other  members,  and  with  you 
procedures  for  the  orderly  sale  of  newly-mined  gold  in  the  market  and  the  sale 
of  gold  to  the  International  Monetary  Fund.  I  wish  to  inform  you  that  as  a  result 
of  these  discussions,  the  South  African  authorities  have  adopted  a  policy  with 
respect  to  gold  sales  and  I  would  like  to  request  that  the  Fund  confirm  that  it  will 
be  prepared  in  the  light  of  this  statement  of  policy  to  buy  gold  from  South 
Africa  in  the  circumstances  and  under  the  conditions  set  forth  below. 

The  following  are  the  intentions  of  the  South  Africa  authorities  as  to  the  han- 
dling of  newly-mined  gold  and  reserves. 

(1)  Without  prejudice  to  the  determination  of  the  legal  position  under  the 
Articles  of  Agreement  of  the  Fund,  the  South  African  authorities  may  offer  to 
sell  gold  to  the  Fund  for  the  currencies  of  other  members  at  the  price  of  $35  per 
ounce,  less  a  handling  charge,  as  follows  : 

(a)   During  periods  when  the  market  price  of  gold  falls  to  $35  per  ounce  or 
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below,  at  which  times  offers  to  sell  gold  to  the  Fund  under  this  paragraph  (a) 
would  be  limited  to  amounts  required  to  meet  current  foreign  exchange  needs, 
and 

(b)  Regardless  of  the  price  in  the  private  market,  up  to  the  extent  that 
South  Africa  experiences  needs  for  foreign  exchange  over  semiannual  periods 
beyond  those  which  can  be  satisfied  by  the  sale  of  all  current  new  gold  produc- 
tion on  the  private  market  or  by  sales  to  the  Fund  under  paragraph  (l)(a) 
above. 

(2)  (a)  The  South  African  authorities  intend  to  sell  current  production  of 
newly-mined  gold  in  an  orderly  manner  on  the  private  market  to  the  full  extent 
of  current  payments  needs.  It  is  anticii>ated  that  new  production  in  excess  of 
those  needs  during  a  semiannual  period  may  be  added  to  reserves. 

(b)  When  selling  gold  other  than  in  the  private  market,  the  South  African 
authorities  intend  in  practice  normally  to  offer  such  gold  to  the  Fund. 

(c)  The  South  African  authorities  may  use  gold  in  normal  Fund  transactions, 
e.g.  in  repurchase  of  appropriate  drawings  from  the  Fund,  and  to  cover  the  gold 
portion  of  any  South  African  quota  increase,  and  to  obtain  currency  convertible 
in  fact  to  exchange  against  Special  Drawing  Rights  for  which  South  Africa  is 
designated  by  the  Fund.  Rand  drawn  from  the  Fund  by  other  members  would 
generally  be  converted  into  gold  when  rand  are  included  in  drawings  under 
normal  Fund  procedures.  These  Fund-related  transactions,  which  may  take  place 
without  regard  to  the  market  price  of  gold,  will  be  reflected  by  changes  in  the 
composition  of  South  Africa's  reserves  but  will  not  affect  the  volume  of  sales  of 
newly-mined  gold  in  the  market. 

(3)  Notwithstanding  paragraphs  (1)  (b)  and  (2)  (a)  above,  the  amount  of  gold 
held  by  South  Africa  on  March  17.  1968.  reduced  by  .sales  by  South  Africa  to 
monetary  authorities  (including  Fund-related  tran.sactions)  after  that  date  and 
further  reduced  by  such  future  sales  to  monetary  authorities  as  may  be  made  to 
finance  deficits  or  as  a  result  of  Fund-related  transactions,  will  be  available  for 
such  additional  monetary  sales  as  the  South  African  authorities  may  determine, 
up  to  .$35  million  quarterly  beginning  January  1.  1970.  It  is  also  contemplated 
that  as  an  implementation  of  this  understanding,  the  Fund  would  agree  to  pur- 
chase the  amount  of  gold  offered  to  it  by  South  Africa  in  May  1968. 

In  order  to  determine  whether  South  Africa  has  balance-of-payments  sur- 
plu.ses  or  deficits  as  well  as  to  indicate  other  operational  and  procedural  points 
with  respect  to  this  policy,  I  enclose  a  memorandum  which  clarifies  these  partic- 
ular matters. 

It  would  be  appreciated  if,  in  the  light  of  the.se  policy  intentions,  the  Fund  were 
able  to  decide  that  it  would  purchase  gold  from  South  Africa  in  the  circum- 
stances outlined  above.  I  would  exi)ect  that  the  Fund  would  review  the  situation 
at  any  time  if  there  were  a  major  change  in  circumstances  and  in  any  event  after 
5  years. 

The  South  African  authorities  will  work  out  with  the  Managing  Director  con- 
sultation procedures  on  the  currencies  to  be  jinrchased  from  the  Fund  with  gold. 

I  hope  that  this  announced  i>olic.v.  the  implement^ition  of  which  I  believe  will 
be  a  contribution  to  the  stability  of  the  International  Monetary  System,  and  my 
•suggestion  meet  with  the  concurrence  of  the  Fund.  A  copy  of  this  letter  has  been 
sent  to  the  Secretary  of  the  Treasury  of  the  ITnited  States. 
Yours  sincerely, 

N.    DiEDERICHS, 

Minister  of  Finance, 
Republic  of  South  Africa. 
The  Managing  Director, 

International  Monetary  Fund, 
Washington.  D.C.  201,31 

United  States  of  America. 

Operational  and  Procedural  Points 

A.  For  the  pre.sent  purpo.sos,  balance-of -payments  deficits  and  surplu.sfs  will 
be  equal  to  the  change  during  the  accounting  period  in  the  total  of  South  African 
official  gold  and  foreign  exchange  reserves,  the  net  IMF  itositioii  and  changes  in 
SDR  holdings,  and  any  foreign  a.s.sets  held  by  other  South  African  {tanking  in- 
stitutions and  public  agencies  under  swap  arrangements  with  the  Reserve  Ikmk. 
It  is  understood  that  changes  in  gold  holdings  outside  the  monetary  reserves  and 
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in  monetary  banks'  positions  not  covered  by  Reserve  Banlc  swaps  are  normally 
not  significant.  If  they  should  at  any  time  become  significant,  further  considera- 
tion will  be  given  to  their  inclusion  in  the  calculation.  SDR  allocations  will  not 
be  considered  as  reducing  a  deficit  or  increasing  a  surplus  as  above  defined.  South 
Africa  does  not  envisage  unusual  or  nontraditional  foreign  borrowings  or  other 
special  transactions  that  would  affect  the  elements  listed  in  this  paragraph. 

B.  Addition  of  newly  mined  gold  to  South  African  reserves  under  paragraph 
2(a)  will  take  place  when  there  is  a  surplus  for  an  accounting  period.  It  is  en- 
visaged that  all  new  gold  production,  less  domestic  consumption,  during  the 
accounting  period  will  be  treated  as  a  balance-of -payments  credit  item  and  that 
it  will,  in  fact,  be  sold  currently  under  paragraph  1(a)  and  paragraph  2(a)  to 
the  full  extent  necessary  to  meet  payments  needs,  except  for  the  sales  available 
under  paragraph  3,  apart  from  the  Fund  transaction  initiated  in  May  1968. 

C.  Sales  of  gold  by  South  Africa  to  monetary  authorities  under  paragraph  1(a) 
may  be  made  for  any  day  when  both  London  fixing  prices  are  $35.00  p.f.o.  or 
below,  in  an  amount  reasonably  commensurate  with  one-fifth  of  weekly  .sales 
from  new  production  required  to  be  marketed  to  meet  balance  of  payments  needs. 

D.  Subject  to  paragraph  2(a)  : 

1.  Should  sales  to  monetary  authorities  under  paragraph  1(b),  plus  sales  of 
SDRs  and  drawings  from  the  IMF  by  South  Africa,  exceed  the  deficit  defined 
under  paragraph  A  of  this  memorandum,  such  excess  will  be  deducted  from  the 
amount  allowable  for  the  first  succeeding  accounting  period  wherein  a  deficit  is 
again  encountered. 

2.  Should  sales  to  monetary  authorities  under  paragraph  1(b),  plus  sales  of 
SDRs  and  drawings  from  the  IMF,  fall  short  of  the  amount  allowable  for  an 
accounting  period  in  which  South  Africa  aims  to  finance  its  entire  deficit  by  these 
means,  such  shortfall  will  be  added  to  the  amount  allowable  for  the  next  suc- 
ceeding accounting  period. 

3.  It  is  expected  that  any  discrepancies  under  1  and  2  above  will  be  minimal. 

4.  Should  sales  to  monetary  authorities  under  paragraph  1(b),  plus  sales  of 
SDRs  and  drawings  from  the  IMF,  fall  short  of  the  amount  allowable  for  an 
accounting  period  in  which  South  Africa  does  not  aim  to  finance  its  entire  deficit 
by  these  means  but  chooses  to  sell  more  on  the  free  market  than  it  undertakes  to 
do  in  paragraph  2(a),  no  correction  will  be  made  for  any  succeeding  accounting 
period. 

E.  When  the  price  criterion  is  operative,  sales  of  gold  to  the  IMF  shall  be  at- 
tributed to  the  total  deficit,  if  any.  during  the  accounting  period.  The  balance  of 
such  sales,  if  any,  will  be  attributed  to  newly  mined  gold  to  the  extent  of  gold 
production  during  the  accounting  period. 

F.  Sales  or  payments  under  paragraph  2(c)  in  connection  with  IMF-related 
transactions  are  expected  to  take  place  only  within  the  criteria  normally  en- 
visaged for  IMF  drawings  by  members,  for  use  of  members'  currencies  in  draw- 
ings by  other  members  and  for  SDR  transactions. 

G.  Fundamentally,  it  is  expected  that  the  composition  of  South  African  re- 
serves will  not  be  greatly  changed.  In  particular,  it  is  understood  that  the  ratio 
of  gold  to  total  reserves  will  remain  relatively  stable.  If  South  Africa  should 
desire  to  make  additional  sales  of  gold  or  otherwise  exchange  assets  for  the 
purpose  of  achieving  a  basic  change  in  the  composition  of  its  reserve  holdings, 
further  discussion  would  be  held  with  a  view  to  clarifying  intentions. 

The  Sbxjbetaby  op  the  Treasury, 

Washington,  December  24, 1969. 

Deiab  Mb.  ScHWEiTZE3i :  I  have  received  a  copy  of  the  letter  dated  December  23, 
1969,  sent  to  you  by  Mr.  Diederichs  in  which  he  sets  forth  the  intentions  which 
South  Africa  proposes  to  follow  with  respect  to  the  handling  of  its  newly-mined 
gold  and  resen-es.  This  matter  bears  importantly  on  the  continued  effective  func- 
tioning of  the  two-tier  gold  market  which  was  initiated  at  a  meeting  on 
March  16-17.  1968,  which  you  attended. 

In  view  of  the  intentions  of  South  Africa,  and  in  view  of  discussions  we  have 
had  with  other  Fund  members,  I  should  like  to  inform  you  that  I  have  instructed 
the  U.S.  Executive  Director  to  take  the  following  position.  The  United  States 
is  prepared  to  support  decisions  of  the  International  Monetary  Fund  to  purchase 
gold  offered  for  sale  by  South  Africa  in  the  circumstances  and  under  the  condi- 
tions described  in  that  letter,  assuming  that  there  is  an  understanding  among 
F^ind  members  generally  that  they  do  not  intend  to  initiate  oflBcial  gold  purchases 
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directly  from  South  Africa.  "With  this  understanding,  I  believe  that  the  policies 
to  be  followed  will  be  consistent  with  the  stability  and  proi>er  functioning  of 
the  international  monetary  system. 
Sincerely  yours, 

Paul  A.  VoLcrKEB, 

Acting  Secretary. 
Mb.  Pierre-Paul  Schwehtzer, 

Managing  Director,  Jntcrnationul  Monetary  Fund, 
Washington,  B.C.  20431. 


Exhibit    49. — Statement   by   Under   Secretary   for   Monetary   Affairs   Volcker, 
February  19, 1970,  before  the  Joint  Economic  Committee 

We  meet  at  a  time  when  the  atmosphere  in  world  currency  markets  is  happily 
free  of  the  strains  and  tensions  that  characterized  much  of  the  late  1960's. 

In  part,  this  reflects  solid  progress  during  the  past  year  toward  reshaping  our 
basic  monetary  arrangements.  The  collective  decision  to  create  Special  Drawing 
Rights  in  sizable  amounts  was  a  step  of  fundamental  importance.  It  points  the 
way  toward  the  provision  of  adequate  amounts  of  world  reserves  in  the  years 
ahead,  without  relying  either  on  the  vicissitudes  of  the  gold  market  or  upon 
unsustainable  growth  in  reserve  currencies.  The  two-tier  gold  market  arrange- 
ments— a  logical  complement  to  the  era  of  internationally  managed  reserve 
creation  implicit  in  SDK's — has  proved  its  strength  and  value  in  practice.  With 
the  question  of  the  treatment  of  new  production  now  resolved,  the  two-tier 
system  is  becoming  embedded  in  the  operating  practices  and  iwlicies  of  our 
monetary  in.stitutions. 

The  calmer  atmosphere  can  also  be  traced  to  effective  policies  by  several  large 
European  countries.  The  exchange  rate  adjustments  by  France  and  Germany 
removed  two  of  the  principal  focuses  of  speculative  pressure.  The  progress  of 
the  British  trade  and  payments  position  during  the  course  of  1969  supports 
confidence  in  one  of  the  most  important  world  currencies.  The  process  of  balance- 
of- payments  adjustment  in  France  also  appears  to  be  advancing  in  an  orderly 
way. 

Finally,  as  always,  developments  in  this  country  have  been  a  critical  ingredient 
in  the  international  monetary  scene.  There  is  no  question,  as  Secretary  Kennedy 
has  already  suggested,  that  our  underlying  balance-of -payments  position  remains 
unsatisfactory.  We  must  not  be  lulled  by  the  tranquility  of  current  monetary 
developments  into  ignoring  this  basic  problem.  The  dollar  has  l)een  demonstrably 
strong  over  the  past  year.  But  this  strength  has  rested  in  i>art  on  some  transient 
factors. 

Most  Immediatey,  the  tightness  of  money  in  the  United  States  has  induced 
American  banks  and  other  borrowers  to  comb  the  world  for  dollars  to  use  in  the 
United  States.  There  was  an  enormous  short  term  capital  inflow — mostly  through 
the  Euro-dollar  market — running  to  some  $9  billion  in  1969.  These  pressures  of 
demand  have  kept  the  dollar  relatively  scarce  in  the  exchange  markets,  just  as 
it  has  seemed  scarce  to  potential  borrowers  within  the  Ignited  States. 

As  a  result,  foreign  ofliicial  dollar  holdings  actually  declined  in  1969,  and 
U.S.  official  reserves  rose  by  $1.3  billion.  Those  realities  were  reflected  in  a 
record  .surpl'i^  of  $2.8  billion  in  our  overall  external  accounts,  as  measured  on 
the  oflScial  settlements  basis. 

A  second  factor  supiwrting  the  iH)sition  of  the  dollar —  and  this  looks  toward 
the  longer  run — is  the  fact  that  a  new  Administration  was  visibly  and  directly 
grapi)ling  with  our  serious  inflationary'  problem  through  the  fundamentals  of 
fiscal  and  monetary  restraint.  This  supiK)rted  confidence  that  the  process  of 
inflation  and  overheating  would  l)e  brought  under  control,  laying  the  needed 
groundwork  for  improvement  in  our  basic  payments  iK>sition. 

Helpful  as  these  factors  were  last  year,  we  plainly  cannot  count  on  tight 
money  and  good  intentions  as  a  lasting  solution  for  our  balance-of-payments 
problem.  In.'^tead,  it  is  vitally  important  that  we  make  visible  progress  on  the 
more  fundamental  elements. 

The  .$7  billion  payments  deficit,  calculated  on  a  licpiidity  basis,  recorded  last 
year  is  not,  by  it.self.  a  meaningful  measure  of  our  linsic  po-^itioii.  Conceptuiilly, 
that  figure  does  not  take  into  account  the  huge  inflow  of  private  short-term 
capital.  Because  those  flows  can  be  erratic  and  certainly  cannot  be  sustained 
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at  last  year's  level,  their  exclusion  can  be  useful  for  analytic  purposes.  But  we 
should  recognize  that,  with  the  use  of  the  dollar  as  a  transactions  currency 
still  increasing,  some  rise  in  liquid  dollar  holdings  by  private  foreigners  can  be 
anticipated  over  time. 

Apart  from  the  matter  of  definition,  there  were  evident  distortions  in  the 
so-called  liquidity  calculation  last  year.  These  grew  out  of  the  diversion  into 
the  Euro-dollar  market  of  a  sizable,  but  unidentified,  amount  of  funds  that 
otherwise  might  have  been  employed  directly  in  the  United  States — funds  that 
eventually  were  reborrowed  by  U.S.  banks.  Ih  addition,  there  were  shifts  of 
official  dollar  holdings  from  the  "nonliquid"  to  the  "liquid"  side  of  an  arbitrary 
statistical  line  that  had  no  economic  significance.  Together,  these  factors  prob- 
ably added  at  least  $2%  billion  to  $3  billion  to  the  recorded  liquidity  deficit. 

Even  with  these  mental  adjustments,  it  is  clear  that  our  external  accounts 
reflect  a  serious  problem.  I  would  suggest  the  dimensions  of  that  problem  can 
best  be  appraised  by  analysis  of  the  trend  in  our  trade  balance  and  other  current 
items.  Only  by  achieving  a  sizable  surplus  in  these  accounts  can  we  sustain  over 
time  our  propensity  to  lend  or  invest  abroad  and  to  provide  aid  without,  at  the 
same  time,  feeding  out  more  dollars  into  the  rest  of  the  world  than  other 
countries  want  to  hold. 

The  attached  table  illustrates  what  has  been  happening  during  the  past  5 
years  of  inflation.  Our  trade  balance,  largely  because  of  a  surge  in  imports, 
declined  from  an  average  of  nearly  $5V2  billion  per  year  in  the  early  1960's  to 
between  $600  million  and  $700  million  in  1968  and  1969.  Meanwhile,  high  interest 
rates  and  the  increased  volume  of  short-term  borrowing  have  driven  up  external 
interest  and  profit  payments  to  foreigners  over  recent  years  almost  as  fast  as 
the  growth  in  profits  and  interest  remitted  to  the  United  States.  Other  service 
accounts  have  changed  little  on  balance.  Consequently,  a  healthy  balance  on 
goods  and  services  averaging  about  $6  billion  from  1960  to  1964  dwindled  to  an 
estimated  $21/2  billion  in  1969. 

It  would  be  an  illusion  to  think  that  we  can,  in  the  course  of  a  year  or  two, 
repair  the  damage  of  5  years  of  inflation.  Moreover,  as  the  extreme  pressures  in 
our  domestic  money  markets  recede,  the  short-term  capital  inflow  will  pre- 
sumably be  curtailed  and  could  even,  for  a  time,  be  reversed.  The  consequence 
would  be  to  produce  a  reflow  of  dollars  into  official  reserves  abroad  and  a  deficit 
in  our  official  settlement  balance. 

This  should  not,  in  itself,  be  an  alarming  prospect.  Time  and  again  in  recent 
years,  individual  countries  have  experienced  massive  shifts  of  short-term  money, 
responding  to  interest  rate  differentials  as  well  as  si>eculative  movements.  As 
economies  become  more  closely  integrated,  as  the  total  volume  of  international 
transactions  by  the  United  States  alone  reaches  well  beyond  $100  billion  a  year, 
and  as  official  inhibitions  to  capital  flows  are  reduced,  we  must  be  prepared  for 
recurrent  large  short-term  swings  in  payments  positions.  It  is  a  prime  function 
of  the  international  monetary  system  to  finance  those  short-term  swings,  and  I 
believe  we  are  better  equipped  to  do  so  than  ever  before. 

Moreover,  a  moderate  easing  of  pressures  in  I^S.  credit  markets  may  not  be 
reflected  in  a  massive  net  reflux  of  short-term  money  abroad.  Indeed,  the  high 
rates  here  and  the  pull  of  funds  into  the  United  States  has  produced  unwelcome 
pressures  in  some  Euroi)ean  markets.  Given  the  close  linkages  among  inter- 
national markets,  an  easing  in  U.S.  rates  could  well  be  accompanied  by  an 
easing  in  European  money  markets,  and  especially  in  Euro-dollar  rates.  I  believe, 
at  the  proper  point,  such  a  general  downward  movement  in  interest  rates  would 
be  welcomed  by  most  foreign  countries,  as  well  as  by  the  United  States.  In  these 
circumstances,  American  banks  may  well  retain  a  relatively  large  borrowing 
position  in  foreign  markets. 

We  have  had  a  cumulative  official  settlements  surplus  of  $4.4  billion  over  the 
past  2  years.  We  would  certainly  be  prepared  to  see  that  favorable  balance 
reversed  for  a  time,  as  a  byproduct  of  a  welcome  easing  of  domestic  monetary 
tensions.  ^Vhat  is  essential  is  that,  over  this  same  period  ahead,  we  make  visible 
progress  in  our  basic  trade  and  service  accounts.  Failure  to  achieve  this  result 
would  be  deeply  disturbing. 

Until  the  outburst  of  inflation  since  1965.  the  U.S.  record  of  internal  price 
stability  stood  very  favorably  among  industrialized  countries.  Even  the  recent 
deterioration  in  our  trade  position  has  been  fairly  concentrated  among  a  relative 
handful  of  countries — especially  Germany,  Japan,  Italy,  and  Canada.  In  other 
words,  the  deterioration  in  our  trade  position  with  most  countries  has  been 
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moderate,  and,  in  some  instances  where  the  l)alanee  has  heen  sharply  adverse, 
some  corrtH'tive  forces  already  seem  to  be  developiiiff.  AVliile  domestic  over- 
heating has  swelled  our  imports,  iniiK>rtant  exixjrt  markets  for  manufactured 
goods  have  been  rea.sonably  well  maintained. 

Improvement  will  not  come  without  sustained  effort.  This  primarily  means  a 
much  better  price  i>erformauce  than  in  recent  years  and  the  avoidance  of  ex- 
cessive demand  pressures. 

But  we  must  also  be  concerned,  as  must  other  countries,  to  improve  the  proc- 
es.ses  of  international  balance-of-payments  adjustment  generally.  The  provision 
of  more  adequate  international  li(|uidity  should  itself  help.  When  reserves  are 
inadequate,  there  is  a  tendency  by  individual  countries  to  strive  for  surplu.ses  or 
resist  deficits  simply  to  achieve  adequate  reserve  growth  over  time.  Unless  the 
global  supply  of  reserves  is  great  enough  to  satisfy  these  desires,  these  tend- 
encies are  apt  to  be  mutually  frustrating  and  impede  adjustment.  Reserve 
asset  creation  is  aimed  at  this  problem. 

In  addition,  the  experience  of  the  1960*s  has  led  to  more  questioning  of  whether 
improvements  are  not  also  necessary  in  the  means  and  methods  by  which 
exchange  rates  might  be  altered,  in  those  instances  when  changes  are  appro- 
priate, through  gradual  and  limited  adjustments.  This  matter  is  now  under 
intensive  discussion  in  the  International  Monetary  Fund,  including  such  familiar 
proposals  as  "crawling  pegs"  or  "wider  bands." 

I  cannot  forecast  the  results  of  this  discussion  today.  CertaiT'.ly.  views  of 
national  governments  remain  widely  mixed  and  important  issues  are  unresolved. 
I  would  emphasize,  too,  that,  in  accord  with  the  reserve  currency  role  of  the 
dollar,  our  mechanical  role  in  exchange  rate  adjustments  tends  to  be  passive; 
the  initiative  for  cliange  lies  in  other  hands. 

Obviously,  we  do  have  a  clo.se  interest  in  the  outcome  of  these  discussions. 
We  want  to  take  full  advantage  of  this  ijeriod  of  calm  to  examine,  fully  and 
.sympathetically,  those  areas  where  imi)rovement  may  be  needed. 

The  international  monetary  system  is  in  a  phase  of  transition.  In  the  area  of 
li<iuidity,  it  is  clearly  moving  steadily  away  from  deix-^ndence  on  gold  to  managetl 
reserve  creation.  We  are  in  a  much  earlier  .><tage  in  con.sidering  how  exchange 
rate  changes,  when  appropriate  and  necessary,  can  be  achieved  with  le.ss  dis- 
turbance. The  events  of  the  past  year  in  international  money  markets  also 
emphasize  that  we  must  face  frankly  the  need  for  .still  more  effective  policy 
cooperation  and  coordination  among  nations  in  the  i)t>riod  ahead. 

The  alternatives  to  evolutionary  change  are  not  inviting.  We  would  find  our- 
selves faced  again  with  too  many  of  the  problems  of  the  lOOO's.  Pressures  to 
retreat  into  a  world  of  controls  and  restriction  would  be  stix)ng — a  world  in  which 
each  nation,  in  an  effort  to  preserve  an  unrealistic  autonomy,  builds  walls  around 
its  industry  and  its  money  markets.  That  is  the  path  we  must  resist — in  the 
interests  of  the  I'uited  States  and  the  world  as  a  whole. 

U.S.  balance  of  payments  on  goods  and  services  account 
(In  blUlons  of  U.S.  dollars] 


Goods 

and 

services 

balance 

Trade 
balance 

Income  from 
U.S.  invest- 
ment abroad  > 

Payments  of 
investment 
income  to 
foreigners  > 

Military 
expendi- 
tures 

Other 
items' 

1960 

4.1 
5.6 
5.1 
6.0 
8.6 
7.1 
5.3 
5.2 
2.5 
1.9 

4.9 
5.6 
4.6 
6.2 
6.8 
5.0 
3.9 
3.9 
.6 
».3 

Total 
3,3 
3.9 
4.4 
4.6 
5.4 
6.9 
6.3 
6.9 
7.7 
8.8 

(.Merest) 

Total 
-1.1 
-1,0 
-1.1 
-1.3 
-1.6 
-1.7 
-2.1 
-2.4 
-2.9 
-4.3 

(Interest) 

""(-i.'4) 
(-1.6) 
(-2.1) 
(-3.3) 

-3.1 
-3.0 
-3.1 
-3.0 
-2.9 
-3.0 
-3.8 
-4.4 
-4.5 
-4.8 

0.1 

1961 

.1 

1962 

.3 

1963 

1964.. 

.5 

.8 

196C 

.9 

1966 

1967 

1968 

1969  (3  qtrs.  ann.  rate) 

(2.3) 
(2.5) 
(2.9) 
(3.4) 

1.0 
1.2 
1.6 
1.9 

'  Interest,  dividends  and  branch  profits. 

» Travel,  transportation,  fees  and  royalties,  deliveries  under  military  sales  contracts,  and  miscellaneous 
scrvlcGS 
»  Actual  for  1969  was  $674  million. 

Source.— Department  of  Commerce. 
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U.S.  trade  balance,  overall  and  with  certain  major  countries;  and  tatter's  overall 

trade  balance  with  world 

[In  billions  of  dollars;  f.o.b.  basis] 

Deterioration 
1964        1968         (-),or  1969 

improvement 
1964-68 

U.S.  trade  balance  >  with: 

World -.-- 7.01         .84  (-6.17)        1.26 

Germany 

Japan. 

Canada 

Italy 

All  Other  countries 

Trade  balances  of  certain  foreign  countries  with  world:  2 

Germany . 2.40  5.68                (3.28) 

Japan .17  2.53                (2.36) 

Canada .65  1.27                  (.62) 

Italy -.64  1.05                (1.69) 

'  Census  data— differs  from  balance-of-payments  data,  largely  through  inclusion  of  DOD  military  export 
sales. 
2  Country  sources. 


.44 

-1.01 

-1.10 

-.94 

.02 

3.87 

(-1.45) 
(-1.34) 
(-1.62 
(-.40) 
(-1.36) 

-.48 

.24 

-1.40 

.68 

-1.25 

.42 

.06 

...       5.23 

4.33 

Exhibit  50. — Remarks  by  Under  Secretary  for  Monetary  Affairs  Volcker,  April  20, 
1970,  before  the  annual  dinner  of  the  American  Chamber  of  Commerce,  Brus- 
sels, Belgium 

I  ain  honored  to  addre.ss  your  annual  dinner  tonight  The  American  Chamber 
of  Commerce  in  Belgium  symbolizes  the  close  and  friendly  ties  between  our  eoim- 
tries.  It  reflects  the  vitality  of  trans-Atlantic  economic  relationships.  Even  your 
location,  in  the  heart  of  the  Common  Market,  emphasizes  imiwrtant  new  dimen- 
sions in  our  relationship  that  are  emerging  from  the  drive  for  European  economic 
unity. 

Indeed,  anyone  concerned  as  I  am  with  international  financial  developments 
cannot  help  but  be  aware  of  the  ferment  within  "the  six"  on  the  monetary 
dimension  of  unitj .  There  is  an  old  maxim  that  prudence  is  the  better  part  of 
valor.  I  will  therefore  resist  the  temptation — on  the  home  ground  of  the  experts — 
to  offer  unasked  advice  on  that  matter. 

Instead,  I  would  like  first  to  report  briefly  on  the  current  state  of  the  economy 
in  that  other  great  common  market  called  the  United  States  and  to  relate  those 
developments  to  our  balance  of  payments.  I  would  also  like  to  suggest  some 
broader  conclusions  for  international  monetary  arrangements. 

The  tone  of  business  activity  in  the  United  States  has  certainly  changed  in 
recent  months.  The  further  rise  in  the  price  indices  is  evidence  enough  that  the 
momentum  of  inflation  accumulated  over  a  period  of  years  is  still  strong.  But 
the  persisting  inflationary  concerns  are  also  accompanied — and  tempered — ^by 
much  more  public  uncertainty  about  the  course  of  the  economy. 

That  is  not  an  entirely  comfortable  position.  But  I  believe  it  should  be  recog- 
nized for  what  it  is — an  essential  phase  through  which  we  must  pass  in  moving 
from  overheating  and  inflationary  strains  to  more  balanced  and  orderly  growth. 
Indeed,  the  present  evidence  suggests  that  the  economy  is  broadly  on  the  course 
foreseen  in  shaping  the  major  fiscal  and  monetary  policy  decisions. 

A  period  of  negligible  or  no  growth  during  the  first  part  of  1970  had  been 
clearly  anticipated.  The  small  decline  in  real  gross  national  product  now  esti- 
mated for  the  first  quarter  and  the  modest  rise  in  unemployment  confirm  that 
this  pause  has  materialized.  The  necessary  process  of  squeezing  out  excess 
demand  pressures  is  never  entirely  free  of  risk.  But  the  indications  are  that  this 
objective  has  been  successfully  achieved  without  setting  off  cumulative  downward 
pressures. 

The  easing  of  demand  pressures  has  been  accompanied  by  some  relaxation  of 
the  tensions  in  financial  markets  that  characterized  1969.  Interest  rates  are,  of 
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course,  still  at  very  high  levels  by  American  standards.  As  a  i>art  of  the  process 
of  achieWng  better  balance  in  the  economy,  I  would  wekome  further  declines. 

But  lower  interest  rates  cannot  be  pursued  in  isolation.  At  this  critical  point 
in  the  fight  on  inflation,  we  are  also  con.scious  of  the  danger  in  feeding  a 
resurgence  in  demand  beyond  our  real  growth  potential. 

Our  success  in  steering  a  course  to  a  resumption  of  balanced  growth  is.  of 
course,  not  only  important  for  the  United  States.  The  state  of  our  economy  will 
directly  affect  world  trade.  The  financial  dimensions  may  be  even  more  critical. 
International  money  markets  are  mainly  dollar  markets  and  sen.sitive  to  changes 
in  our  own  credit  conditions.  The  fluctuations  in  our  balance  of  payments  in- 
evitably have  a  large  influence  on  worldwide  reserve  and  monetary  develop- 
ments. 

I  am  particularly  aware  that,  over  much  of  the  past  year,  the  extreme  tight- 
ness of  money  in  our  markets  had  strong  repercussions  on  European  money 
markets.  Moreover,  the  strong  demands  for  money  in  the  United  States  tended 
to  drain  reserves  from  European  central  banks,  limiting  their  capacity  to  deal 
with  their  domestic  market  pressures. 

The  massive  flow  of  liquid  funds  to  the  United  States  in  19G9 — which  prob- 
ably amounted  to  a  net  of  some  $6  billion — more  than  covered  the  continuing 
deficit  in  other  elements  of  our  balance  of  payments.  In  fact,  there  was  a  sizable 
increase  in  our  own  international  reserves.  At  the  same  time,  foreign  oflBcial 
dollar  balances  by  the  end  of  last  year  had  declined  to  the  lowest  level  since 
1963 — in  individual  cases,  probably  falling  below  desired  or  sustainable  levels 
and  contributing  to  a  feeling  of  tightness  in  international  liquidity.  In  fact, 
partly  as  a  result  of  these  drains,  the  total  reserves  of  the  10  leading  indus- 
trialized countries  of  the  p]uropean  Continent  had  declined  at  the  end  of  1969 
to  $28.3  billion,  lower  than  5  years  earlier. 

We  are  not  misled  by  the  inflow  of  short-term  funds  to  the  United  States  and 
the  related  strength  of  the  dollar  in  the  exchange  markets.  It  is  plain  that  our 
underlying  balance  of  payments  remains  un.satisfactory.  and  improvement  is  a 
ba.sic  policy  concern. 

The  primary  source  of  the  difficulty  has  been  an  erosion  in  our  trade  position 
over  the  course  of  .several  years.  This,  in  turn,  has  been  in  good  part  another 
symptom  of  the  inflationary  strains. 

As  recently  as  1964.  the  United  States  had  a  trade  .surplus  of  $6i/^  billion, 
roughly  1  percent  of  our  then  gross  national  product.  Our  surpMis  on  all  goods 
and  .services  was  even  larger.  Within  5  years,  the  trade  surplus  had  slipped  to 
under  .$1  billion,  and  our  entire  current  surplus  on  goods  and  services  was  only 
$2  billion. 

A  current  surplus  of  that  size  is  simply  not  large  enough  to  provide  the  trans- 
fer of  real  resources  necessary  to  support  over  time  the  propensities  of  our  busi- 
ness to  invest  overseas  or  our  resjjonsibilities  for  aid — even  taking  into  account 
the  growing  flow  of  private  long-term  investment  into  the  I'nited  States. 

We  do  not — in  our  interest  or  that  of  the  world — seek  a  so'ution  to  that  prob- 
lem by  prolonging  unnecessarily  the  direct  controls  on  the  outward  flow  of  in- 
ve.stment  or  in  restraints  on  aid.  Such  restraints  are  not  directed  at  the  root 
of  the  problem,  and  we  look  toward  the  day  when  our  po.sition  i)ermits  them 
to  be  further  relaxed  and  dismantled. 

Our  growing  earnings  on  private  foreign  investment — now  running  to  .*.S  billion 
a  year — will  give  us  a  head  start  toward  a  stronger  current  surplus.  We  would 
also,  as  security  in^rmits,  weh'ome  a  reduction  in  the  military  burdens  on  our 
balance  of  i>aym('nts.  swollen  by  the  Vietnam  War.  liut  the  heart  of  our  long- 
term  strategy  will  need  to  be  restoration  of  a  large  trade  surplus. 

We  are,  of  course,  deeply  concerned  that,  inadvertently  or  otherwise,  our 
exporters  are  sometimes  placed  at  a  disadvantage  vis-a-vis  foreign  producers 
through  differences  in  tax  treatment,  access  to  export  credits,  or  trade  restric- 
tions. We  will  1m'  working  to  remove  those  impediments  and  to  equalize  comiK>ti- 
tive  <onditioiis. 

But  w«'  also  recognize  there  are  no  shortcuts.  Tlie  only  .solid  foundation  for  a 
successful  trade  effort  must  be  sustained,  effective  economic  iwrformances  over 
a  peri(Kl  of  years  at  home. 

I  am  not  discouraged  by  the  prospects.  Historically,  the  performance  of  the 
American  e<'onomy  in  terms  of  internal  jirice  stability,  even  after  allowing  for 
the  inflation  of  recent  years,  compares  favorably  with  other  industrialized  coun- 
tries. Even  during  the  past  ~>  years,  our  export  growth  has  btvn  remarkably 
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steady  after  allowing  for  a  contraction  in  important  markets  for  our  agricul- 
tural goods.  Paralleling  the  exjxrience  of  other  countries,  the  effects  of  over- 
heating have  been  most  evident  on  the  import  side — and  it  is  here  that  we  should 
benefit  most  from  the  ending  of  excessive  demand  pressures. 

Following  an  earlier  bout  with  inflation,  we  managed  to  increase  our  trade 
surplus  by  almost  $6  billion  in  5  years.  To  be  sure,  world  conditions  were  then 
favorable  for  our  trade,  and  our  own  economy  was  not  working  to  full  capacity. 
But,  in  the  much  larger  world  economy  of  the  1970's,  I  believe  that  a  substantial 
trade  surplus  can  be  restored  as  the  cornerstone  of  our  balance  of  payments. 

In  the  shorter  run,  I  believe  we  must  be  prepared  to  see  considerable  swings 
in  our  payments  position.  The  situation  already  appears  to  have  changed 
markedly  from  last  year.  As  a  byproduct  of  the  relaxation  of  money  market 
pressures  in  the  United  States,  our  banks  have  repaid  some  of  the  short-term 
foreign  indebtedness  incurred  last  year.  The  result  is  that,  without  any  deteriora- 
tion in  our  basic  position — indeed,  with  some  signs  that  our  trade  surplus  is  again 
growing — our  official  settlements  accounts,  at  least  temporarily,  have  turned 
toward  a  sizable  deficit  following  the  surpluses  of  recent  years. 

In  these  circumstances,  a  short-run  shift  from  surplus  to  deficit  is  not  alarm- 
ing. Some  of  it  merely  reflects  the  reflux  of  extraordinary  yearend  inflows.  The 
relaxation  of  money  market  pressures  is  no  doubt  welcome  in  some  countries 
abroad,  as  well  as  in  the  United  States.  The  principal  official  recipients  of  dollars 
in  recent  months  appear  to  have  been  the  United  Kingdom  and  France.  ITiose 
countries,  in  turn,  repaid  substantial  amounts  of  debt,  in  large  part  to  the  United 
States.  As  a  consequence,  these  months  of  sizable  deficit  have  probably  added 
little  to  the  sum  of  foreign  official  dollar  holdings. 

Nevertheless,  these  large  shifts  of  liquid  funds  do  point  up  a  much  broader 
question  for  the  international  financial  system.  Such  volatility  is  not  confined 
entirely  to  short  term  funds,  and  certainly  not  to  trans-Atlantic  crossings.  Recent 
experience  is  replete  with  examples  of  massive  capital  flows  across  national 
borders,  sometimes  for  speculative  reasons,  but  also  in  response  to  more  normal 
market  incentives. 

The  reasons  are  fundamental.  National  financial  markets  have  grown  both 
larger  and  more  integrated.  Transportation  and  communications  are  speedy  and 
sure.  Indeed,  it  is  at  last  as  easy — and  probably  substantially  easier — for  a  New 
York  bank  to  deal  with  its  branch  or  correspondent  in  London  today  than  it 
would  have  been  for  the  same  bank  to  deal  with  its  Chicago  or  St.  Louis  corre- 
siwndent  20  years  ago. 

The  growth  in  the  number  of  U.S.  banks  with  offices  in  Brussels  is  one  reflec- 
tion of  a  worldwide  phenomenon.  The  number  of  branches  and  subsidiaries 
throughout  the  world  of  such  foreign  banks  has  reached  some  400 — quadrupling 
in  the  past  15  years.  There  are  about  100  offices  of  foreign  banks  in  the 
United  States.  The  rise  of  multinational  corporations,  with  vast  amounts  of 
liquid  funds  at  their  disposal  and  close  banking  contacts  in  a  variety  of  key 
markets,  is  another  dimension.  American-based  companies  alone  now  have  some 
$50  billion  of  overseas  assets. 

Large  and  closely  integrated  markets  mean  that  funds  will  move  quickly  and 
in  volume  in  response  to  relatively 'small  incentives.  Sometimes  these  interna- 
tional shifts  will  help  support  domestic  or  balance-of -payments  objectives;  but 
often  they  will  appear  to  be  working  at  cross-purposes  with  national  policies. 
Thus,  questions  are  posed,  both  for  the  independence  of  national  policies  and  for 
the  international  monetary  system. 

You  will  note  that  I  have  managed  to  talk  about  international  money  markets 
without  specifically  mentioning  the  Euro-dollar  market.  The  sheer  efficiency  of 
that  market  probably  has  contributed  to  the  growth  of  internationally  mobile 
capital.  But  it  seems  to  me  the  current  focus  on  Euro-dollars  is  misleading  to 
the  extent  it  emphasizes  one  particular  channel.  The  basic  problem  is  much 
broader.  Even  if  we  could  somehow  imagine  that  the  Euro-dollar  market  were 
swept  away,  I  have  no  doubt  that  the  ingenuity  of  bankers  and  traders  would 
develop  other  mechanisms  so  long  as  the  basic  convertibility  of  currencies  is 
maintained. 

In  concept,  we  would,  of  course,  try  fco  thwart  that  response  by  control.  But 
experience  suggests  a  network  of  controls  could  not  be  spread  very  far  or  tightly 
without  impairing  the  freedom  of  action  for  traders  and  investors  that  the  basic 
convertibility  of  currencies  is  designed  to  promote.  Despite  some  individual 
exceptions,  the  broad  tendency  of  the  postwar  years  has  been  to  move  in  the 
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other  direction.  That  seems  to  me  the  inherent  logic  of  a  multilateral  trading 
and  investment  world.  At  the  same  time,  we  must  be  prepared  to  accept  the  con- 
sequences of  that  logic : 

— One  consequence  of  free  and  integrated  money  and  capital  markets  will  be 
further  large  recurrent  short-term  swings  in  internationally  mobile  capital.  It 
would  be  neither  desirable  nor  feai-ible  to  try  to  control  the.se  flows  with  off- 
setting swings  in  trade  or  other  elements  in  the  current  account.  Consequently, 
we  must  be  prepared  to  view  large  swings  in  overall  payments  positions  with 
some  equanimity  and  be  prepared  to  finance  them,  whether  by  reserves  or  by 
credit  facilities. 

— International  money  markets  tend  to  equalize  credit  market  conditions  in 
different  countries,  forcing  a  kind  of  rough  and  ready  coordination  of  one  ele- 
ment of  national  economic  policies.  At  the  same  time,  the  need  for  a  more 
thorough-going  coordination  of  policy  objectives  and  instruments  becomes  more 
pressing.  Otherwise,  the  source  of  the  imbalance  will  remain,  and  the  flows  will 
become  so  large  and  chronic  as  to  destroy  the  basis  for  their  financing. 

The  Common  Market  countries  are  in  the  process  of  facing  up  to  the.se  ques- 
tions in  the  most  direct  way — as  part  of  a  deliberate  effort  to  achieve  a  closer 
monetary  unity.  But.  in  more  general  terms,  the  i.ssues  are  relevant  to  the 
relation-hips  among  all  indu.strialized  countries. 

Considerable  progress  has  already  been  made  on  the  financing  side.  There 
have  been  basic  innovations  in  developing  international  reserve  and  credit  facil- 
ities, including  the  decision  last  year  for  managed  reserve  creation  through 
SDR's.  With  economies  and  markets  growing  rapidly,  even  in  this  area  the  job 
cannot  be  considered  complete. 

Nevertheless,  the  problems  are  still  more  difficult  in  the  area  of  ix)Iicy  coor- 
dination. Here,  it  is  less  a  question  of  new  techniques  than  the  delicate  problem 
of  reconciling  external  needs  with  domestic  objectives  and  the  retention  of 
freedom  of  action  internally.  Answers  .suitable  within  a  relatively  cohesive  and 
limited  group,  such  as  the  Common  Market,  cannot  necessarily  be  applied  beyond 
that  group.  Yet,  the  need  plainly  extends  beyond  such  groups. 

I  have  no  desire  to  minimize  the  efforts  of  the  past  decade  to  achieve  a  better 
reconciliation  of  policies  internationally.  I  spend  a  good  deal  of  my  own  time 
in  meetings  aimed  preci.^sely  at  that  problem.  Rut  this  experience  also  illustrates 
the  inherent  diflSculties  of  achieving  better  coordination  given  the  differing  eco- 
nomic circumstances  and  structures,  and  domestic  policy  objectives  of  individual 
countries. 

It  is  precisely  these  difficulties  that  have  raised  the  question  whether  a  limited 
degree  of  greater  flexibility  in  exchange  rates  might  not  provide  a  means  for 
better  reconciling  the  desired  indejx'ndence  of  national  iwlicies  with  the  broader 
stability  of  the  international  financial  .system  as  a  whole. 

I  would  emphasize  the  basic  premises  on  which  international  discussions  of 
this  matter  are  proceeding.  We  are  considering  evolution,  not  revolution,  within 
the  ba.sic  elements  of  the  Bretton  Woods  system.  Si)ecifi('ally,  discrete  chances 
in  exchange  parities  would  remain  the  rare  exception  for  industrialized  coun- 
tries and  not  the  rule.  Exchange  rate  decisions  would  continue  to  be  taken  at  the 
initiative  of  individual  countries.  They  would  also  remain  matters  for  inter- 
national consideration,  and  thus  should  fall  within  accepted  ''rules  of  the  game." 
No  formulas  could  replace  the  decisionmaking  i)rocess,  nor  are  nations  willing 
to  leave  their  exchange  rates  entirely  to  the  market  proce.sse.s — or  establish  a 
band  so  wide  around  a  nominal  parity  that  many  of  the  elements  of  a  system  of 
freely  floating  rates  would  exi.st. 

Those  fundamental  i>oints  are  not  at  issue.  Rut.  in  the  light  of  experience,  we 
cannot  escape  the  need  to  consider  the  usefulness  of  .some  changes  in  present 
arrangements  and  practices.  For  instance,  .some  countries  might  find  a  band  mod- 
erately wider  than  the  2  percent  range  now  siH'cified  by  the  Articles  of  Agree- 
ment of  the  International  Monetary  Fund  a  helpful  damiK'ning  influence  on 
international  capital  flows,  both  by  increasing  the  uncertainty  for  the  speculator 
and  by  affording  a  greater  degree  of  maneuverability  for  the  authorities. 

Perhaps  more  important  is  the  question  of  whether  a  series  of  very  .^inall 
changes  in  parity,  within  accepted  limits,  might  in  six'cific  instances  helj)  ."-ome 
countries,  consistent  with  internal  goals,  to  maintain  a  better  e<iuilil)rium  in 
their  basic  external  payments  iM>sition  over  time.  The  effort  would  be  to  avoid 
the  disturbance  associated  with  delayed  and  sizable  parity  changes  in  response 
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to  a  large,  accumulated  disequilibrium.  If  so,  can  criteria  be  developed  that 
help  to  point  to  the  appropriate  timing  and  use  of  such  flexibility  ? 

Finally,  some  have  urged  more  willingness  to  experiment  with  methods  of 
moving  from  one  parity  to  another  in  those  instances  when  a  sizable  change 
may  become  necessary.  The  German  experience  last  year  with  a  transitional 
float  points  in  this  direction. 

I  do  not  detect  any  clear  consensus  on  these  points  internationally.  But 
neither  do  I  believe  these  are  questions  that  can  be  easily  dismissed,  in  the  light 
of  the  experience  of  the  late  1960's.  I  am  glad  they  are  under  discussion  now.  It 
would  be  a  great  mistake,  in  my  judgment,  if,  during  this  period  of  calm  in 
international  financial  markets,  we  fail  to  take  advantage  of  the  time  available 
to  adapt  the  system  to  foreseeable  needs. 

I  recognize  that  there  is  the  feeling  of  some  within  the  Common  Market 
that  more  rigidity  in  rates,  rather  than  less,  might  foster  its  own  goals.  That 
is  the  judgment  only  the  member  nations  can  make.  Nevertheless,  however  the 
question  is  resolved  for  relationships  within  the  market,  the  broader  issue 
cannot  be  dismissed. 

Thus,  we  must  seek  ways  of  reconciling  the  needs  of  particular  countries,  or 
groups  of  countries,  with  the  needs  of  the  system  as  a  whole.  The  first  pre- 
requisite is  to  remain  in  close  touch,  and  not  freeze  positions,  before  there  is  a 
chance  to  test  ideas  fully  in  broader  international  forums. 

Meanwhile,  the  main  responsibility  of  the  United  States  is  plain  enough.  We 
must  not  be  diverted  from  the  goal  of  restoring  reasonable  price  stability,  con- 
sistent with  orderly  economic  expansion.  That  is,  of  course,  in  our  domestic 
interest.  It  is  also  the  best  possible  assurance  of  international  financial  stability. 
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Introduction 

In  view  of  the  course  of  stock  market  prices  around  the  world  these  past 
few  weeks,  I  am  sure  you  understand  that  it  is  with  some  relief  that  my  assign- 
ment is  to  speak  about  North  America  in  the  context  of  longer  term  economic 
factors. 

In  preparing  these  remarks,  I  have  taken  to  heart  that  over  the  years  dis- 
cussions across  our  long  border  have  been  noted  for  their  candor.  I  will  not 
deviate  from  this  tradition.  However,  I  will  try  to  avoid  those  aspects  of  this 
same  tradition  which  have  contributed  to  misunderstandings — however  candid 
the  remarks  may  have  been. 

There  are  several  recurrent  themes  which  can  be  traced  back  through  the 
history  of  Canadian-American  intercourse.  I  have  three  in  particular  in  mind. 
The  tariff  is.s;ue  has  had  high  and  low  protagonists  both  north  and  south. 
Increased  commercial  traffic  has  stirred  ambitions  on  one  side  of  the  border 
and  fears  of  political  annexation  on  the  other.  A  third  theme  was  the  conflicting 
Canadian  commitment  between  Old  World  ties  and  New  World  realities,  a  fear 
that  reciprocity  and  trade  with  the  United  States  involved  disloyalty  to  the 
European  ties. 

Fortunately,  the  1970's  can  be  faced  with  these  issues  resolved. 

We  have  come  a  long  way  from  the  days  when  tariff  levels  were. the  subject 
of  shouts  across  the  table — with  advocates  of  each  extreme  well  'represented 
on  either  side.  Today,  Canada  is  a  leader  in  the  liberal  trade  movement  and 
can  be  counted  on  to  move  progressively  with  others  toward  further  multilateral 
reductions  in  barriers  to  trade.  The  United  States,  too,  is  determined  to  con- 
tinue its  liberal  trade  posture  and  participate  in  the  reduction  of  these  barriers 
around  the  world. 

Next,  the  political  annexation  issue  is  dead  and  forgotten.  If  it  isn't,  it 
should  be.  The  1911  Canadian  election  results  killed  it ;  although,  some  might 
say  the  body  was  not  finally  put  to  rest  until  the  niid-1940's.  Whichever,  we 
are  now  able  to  talk  about  and  work  toward  the  more  efficient  development  of 
our  economies  without  being  concerned  over  the  motives  of  the  participants. 
It  is  ne  longer  necessary  to  impute  political  ambitions  into  an  examination 
of  what  is  best  for  our  economies  and  our  people. 
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Finally,  the  old  dichotomy  between  Caandian  trade  with  the  United  States  and 
allegiance  to  the  Old  World  is  resolved.  The  issues  are  now  understood  to  be 
unrelated.  History  shows  this  theme  to  have  been  expressed  in  terms  of 
which  flag  flies  at  the  head  of  the  mast:  the  "T'nion  Jack  or  Ole  Glory?"  Well, 
the  Maple  Leaf  is  up  there  where  it  belongs. 

True,  new  issues  have  replaced  the  old  ones.  Vestiges  of  the  past  remain 
too.  But  the  dominant  characteristic  of  Canada  tcxiay  is  her  self-confidence. 
This  augurs  well  for  tomorrow.  With  this  maturity  will  come  a  better  under- 
standing of  our  respective  places  in  the  hemisphere.  It  should  provide  the 
basis  to  resolve  common  problems  to  our  mutual  benefit. 

With  that  brief  treatment  of  the  past  and  before  moving  on  to  the  issues 
of  today  we  should  note  long  term  trends  in  the  world  econf)mic  order.  These 
developments  can  then  be  related  to  our  North  American  continent. 

Evolution  of  the  world  economic  order 

The  recent  post  World  War  II  years  have  seen  the  free  world  economies  surge 
in  international  investment  and  trade.  The  achievement  of  convertibility  by 
many  industrial  countries,  the  improved  liquidity  of  the  international  monetary 
system,  and  progress  in  the  adjustment  of  balance-of-payments  po.sitions  has 
made  this  investment  and  this  transfer  of  resources  possible.  Economies  and 
people  have  prospered. 

Commencing  with  the  achievement  of  foreign  exchange  convertibility  in  the 
late  1950's  the  industrial  economies  of  the  world  accelerated  their  trade  with 
one  another  as  well  as  their  investment  across  national  borders.  This  brought 
about  large  movements  of  capital  and  the  need  to  settle  imbalances  between 
nations.  Responding  to  this  need  the  liquidity  to  finance  these  capital  flows 
has  been  substantially  increased  through  the  expansion  of  (juotas  in  the  Inter- 
national Monetary  Fund,  supplemented  by  the  General  Arrangements  to  Borrow, 
and  Central  Bank  swap  facilities.  Significantly,  quotas  have  been  reinforced 
by  the  development  of  a  new  supplementary  reserve  asset,  Special  Drawing 
Rights,  now  created  and  di.stributed  annually. 

The  facility  with  which  imbalances  between  nations  are  adjusted,  however, 
has  a  less  even  record  of  successes.  Increased  liquidity  only  provides  additional 
time.  But  time  and  restraints  on  internal  demand  may  not  be  all  that  is  re- 
quired and,  therefore,  it  is  the  balance-of-payments  adjustment  process  which 
is  now  the  subject  of  discussion  in  international  monetary  circles. 

W^e  have  reached  the  point  where  international  financial  markets,  inter- 
national banking,  and  multinational  companies,  and  other  factors  tend  to  equalize 
credit  market  conditions  in  different  countries,  consequently  requiring  some 
coordination  of  one  element  of  national  economic  policies.  Tliis  involves,  how- 
ever, a  delicate  problem  of  how  to  reconcile  external  needs  with  domestic  objec- 
tives. To  avoid  protracted  payments  disequilibrium,  how  can  we  achieve  better 
coordination  when  countries  face  different  economic  circumstances  and  struc- 
tures and  there  is  no  uniform  ordering  of  priorities? 

The  stresses  to  which  the  international  monetary  .system  was  subjected  in 
1968  and  1969  have  led  to  di.scussions,  now  going  on  in  the  International  Mone- 
tary Fund,  concerning  proposals  for  some  evolutionary  changes  in  the  procedures 
and  attitudes  with  resi)ect  to  exchange  rates.  The  founders  of  the  Bretton 
Woods  .system  did  not  have  in  mind  the  magnitude  and  volatility  of  interna- 
tional movements  of  capital  that  take  place  in  today's  world.  As  Secretary  Ken- 
nedy stated  recently : 

"All  nations  need  to  have  the  capacity  to  deal  in  an  orderly  way  with  wide 
swings  in  volatile  elements  in  their  international  accounts.  All  will  benefit  if 
we  can  find  ways  to  dami>en  incentives  to  sijeculation,  and  make  exchange  rate 
adjustments  more  smoothly  and  in  more  timely  fashion  when  they  become 
neces.sary." 

What  is  under  examination  in  the  Fund  is  nothing  revolutionary ;  it  is  evolu- 
tionary within  the  basic  principles  of  the  Bretton  Woods  system.  Discrete 
changes  in  exchange  rates  would  be  exceptional  for  industrialized  countries. 
Moreover,  exchange  rate  decisions  would  continue  as  in  the  i)ast  to  be  made 
at  the  initiative  of  the  country  (•(mcerned.  Also  as  in  the  past,  they  would  be 
matters  for  interniitional  consideration  and  should  fall  within  internationally 
accepted  "rules  of  the  game." 

Within  the.se  parameters  the  Fund  is  examining  propo.sals  for  wider  bands, 
moving  parities,  and  also  transitional  exchange  adjustments.  The  latter  would 
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allow  for  some  modest  experimentation  when  moving  from  one  parity  to  another, 
as  in  the  recent  German  experience.  The  examination  in  the  Fund  seeks  to  deter- 
mine whether  any  of  these  techniques  would  achieve  a  broader  stability  of  the 
international  financial  system  as  a  whole,  while  providing  some  better  recon- 
ciliation of  this  objective  with  the  desired  independence  of  national  policies. 

Whatever  results  from  the  examination  will  at  most  involve  a  continued 
orderly  evolution  in  the  monetary  system.  We  do  not  need  more  but  we  would 
not  want  less. 

Interrelationship  of  national  economies 

Evolution  in  the  international  monetary  system  has  had  its  counterpart  in 
national  economies.  The  growth  of  trade  and  investment,  accelerated  by  con- 
vertibility, has  helped  create  a  marked  interrelationship  of  national  economies 
that  will  continue  and  may  accelerate  in  the  future.  This  fundamental  economic 
fact  is  reinforced  by  iwlitical,  transportation,  and  communications  achievements. 
These  achievements  create  an  international  awareness  in  all  of  the  people  of 
the  world.  People  now  relate  internationally  as  well  as  nationally.  This  char- 
acteristic of  today's  world  has  implications  that  affect  national  and  corporate 
life  dramatically. 

Look,  if  you  will,  at  one  aspect  of  this  economic  interrelationship :  technology 
and  its  present  transfer  internationally.  At  the  time  of  Adam  Smith,  cotton 
spinning  machinery  was  virtually  a  British  monopoly,  the  preservation  of  which 
was  anxiously,  and  for  a  period  of  years  effectively,  pursued.  The  plans  are  said 
to  have  moved  to  the  United  States  finally  in  the  brain  of  Samuel  Slater.  In  due 
course,  the  machinery  was  duplicated  over  here  and  then  reproduced  and  im- 
proved upon.  But  consider  the  number  of  years  it  took.  The  technological  ad- 
vantage achieved  and  preserved  by  British  industry  brought  with  it  an  economic 
monopoly  good  for  decades. 

This  is  not  the  story  today. 

Licensing  agreements  covering  existing  products  and  processes  are  signed 
daily.  What  is  more,  most  of  these  agreements  not  only  cover  proven  technologi- 
cal achievements  but  they  guarantee  the  availability  of  new  technology  even 
before  it  is  created  and  before  one  knows  exactly  what  it  is. 

The  development  of  technology  and  its  transfer  does  not  stop  there :  countries 
admitting  foreign  investment  frequently  seek  applied  research  to  be  undertaken 
within  their  own  borders  and  often  pure  research  as  we'll.  In  fact,  the  usual 
wrinkle  in  licensing  agreements  is  to  provide  reciprocal  features  so  the  parent 
company  can  obtain  technological  advantages  which  foreign  subsidiary  research 
facilities  are  now  increasingly  creating. 

To  a  country,  and  to  one  involved  in  long  range  economic  considerations,  the 
preservation  of  comparative  advantage  through  a  significant  and  natural  lag 
in  technology  transfers  can  no  longer  be  looked  upon  as  a  sustaining  feature 
of  a  country's  payments  position. 

Because  this  technological  transfer  is  made  through  licensing  arrangements 
between  affiliated  and  unaffiliated  companies  alike,  and  because  scientific  and 
production  interchange  and  managerial  relationships  are  all  elements  of  licensing 
arrangements,  this  development  is  fundamental.  It  is  also  representative  of  basic 
integrative  forces  in  the  world's  economy. 

The  Euro-dollar  market  can  be  cited  as  another  illustration  of  the  inter- 
relationship of  economic  forces.  Whatever  annoyance  the  Euro-dollar  market 
may  provide  to  financial  officials  seeking  to  supervise  money  supply  and  credit 
growth,  one  cannot  deny  that  the  very  existence  of  the  market,  its  size,  its 
flexibility,  its  durability,  and  its  availability  to  all  comers,  betokens  the  inter- 
relationship of  our  capital  markets.  For  the  world  financial  community  it  could 
be  likened  to  the  sole  water  fountain  in  the  peasant  village,  providing  all  ladies 
the  chance  to  partake  commonly. 

These  illustrations  demonstrate  the  remarkable  commercial  and  financial  de- 
velopments of  recent  years  which  require  a  reordering  of  our  traditional  con- 
cepts. Measuring  achievements  by  the  speed  of  light,  not  the  speed  of  sound, 
introduces  a  whole  new  theory  of  relati^^ty :  with  the  jet  replacing  the  sail,  man 
achieves  the  moon  by  design ;  he  does  not  find  a  continent  by  accident. 

In  my  mind  the  most  interesting  feature  of  the  growing  interrelationships  in 
financial  and  commercial  matters  is  that  this  intercourse  proceeds  without  a 
corresponding  political  involvement.  This  certainly  is  the  lesson  of  the  1960's. 
Commercial   activities  have  intensified  but  political  arrangements  have  been 
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affected  only  when  there  have  been  other,  noneconomic  motivations.  Indeed, 
the  United  Kingdom's  decision  to  seek  membership  in  the  Coumion  Market  is  not 
evidence  of  the  intiuence  of  an  economic  imix?rative ;  the  motivating  factor  there 
is  primarily  political.  I  believe  the  reason  l>eliiiid  this  le.sson  is  simi)le.  Economic 
strength  is  enhanced  through  expanded  reciprocal  trade  and  investment.  In- 
creased iH'onomic  strength  iH'rmits  greater  iK>litical  indei)endence.  Whether  or 
not  an  economic  interrelationship  is  translated  into  movements  toward  ix)litit-al 
integration  is  primarily  a  function  of  nontn-onomic  considerations. 

It  is  interesting  to  look  ui)on  postwar  economic  developments  in  Canada  in  this 
light. 

Canada  and  an  interrelated  world 

How  does  Canada's  position  compare  with  other  economies?  I  think  what  is 
most  significant  is  that  through  the  fruits  of  Canada's  own  labor  she  has  achieved 
new  balance  in  the  form  of  her  trade  and  substantial  industrial  capacity  here 
within  her  borders.  The  image  of  this  great  land  "being  hewers  of  wood  and 
drawers  of  water"  is  just  out  of  date.  Today,  over  one  quarter  of  the  labor  force 
is  employed  in  the  manufacturing  sector — a  fact  explaining  why  automotive 
products  are  fast  becoming  Canada's  largest  exiwrt.  The  labor  force  proportion 
in  the  United  States  is  only  a  couple  of  percentage  points  higher  than  that  in 
Canada. 

I  noted  with  interest  the  Economic  Council  of  Canada's  Sixth  Annual  Review 
which  looked  ahead  to  the  middle  of  the  decade.  The  Council  expects  exix)rts  of 
"highly  manufactured"  products  to  triple  between  11)67  and  ll>7r>.  This  would  be 
on  top  of  a  tenfold  increase  during  the  previous  decade.  Over  40  percent  of 
Canada's  total  exports  are  expected  then  to  consist  of  these  highly  manufactured 
products.  Their  export  value  is  exix'cted  to  rise  to  10  percent  of  GNP  by  1975, 
compared  with  only  1  percent  10  years  to  15  years  ago. 

The  benefits  of  the  increa.sing  economic  interrelationship  of  the  world  have 
clearly  fallen  to  Canada :  Canada's  trade  with  the  world — and  particularly  with 
the  United  States — has  grown  more  rapidly  than  her  own  economy.  As  a  result 
Canadian  export  trade  as  a  percentage  of  GNP  has  increased  from  18  percent  to 
24  i)ercent  over  the  past  decade. 

Developments  in  commercial  relations  have  their  parallel  in  the  financial 
field.  Links  with  external  markets  are  important  to  Canadian  borrowers.  It 
seems  that  last  year  provinces  and  municipalities  relied  almost  entirely  on  for- 
eign markets  to  meet  their  borrowing  re<iuirements  (apart  from  iiension  plan 
funds).  Canadian  corporations  also  rely  heavily  on  nonresidents  to  provide  Ixith 
long  term  and  short  term  funds.  Yet  the  flow  is  not  all  one  way.  Canada  is  in- 
vesting and  lending  abroad  as  well  as  at  home. 

Do  not  accept  just  my  judgment  of  C-iinada's  achievement.s.  The  International 
Monetary  Fund  reviews  the  economic  progress  of  its  members  in  connection  with 
quota  reviews  conducted  every  5  years.  This  i)ermits  an  adjustment  of  quotas 
in  order  to  reflect  relative  changes  in  economies  when  economic  performance 
is  above  average.  As  a  result  of  this  review  last  year^ — concurred  in  by  over  100 
countries— Canada's  quota  was  raised  by  almost  50  percent ;  the  average  increase 
for  membens  was  only  35  percent. 

These  figures  are  impressive  and  I  believe  they  have  considerable  significance. 
They  are  significant  becau.«e  they  respond  to  those  who  wonder  whether  Canada 
can  increase  economic  interrelationship.s  with  the  rest  of  the  world — including 
the  United  States — without  assuming  unacceptable  risks  to  her  national  identity. 
Perhaps  basic  distrusts  dating  back  to  the  old  and  now  dead  aiiiiexntion  is.sue 
prompt  the  question.  Xeverthcless,  the  <]uestion  should  be  answered  as  well  as 
asked.  The  best  answer  is  that  Canada  already  has  increased  her  relationship 
with  other  economies  and  particularly  with  the  Ignited  States  and  she  has  done 
this  without  any  sacrifice  whatever  to  her  national  identity.  Indeed,  it  seems  to 
me  that  as  this  interrelationship  has  increased  Canadian  economic  prowess  has 
l>een  enhanced  and  with  that,  her  self-confidence,  her  iK>litical  {position  and  her 
national  identity. 

If  you  assume,  as  I  do,  that  economic  relations  betwe<Mi  Canada  and  the  United 
States  cannot  avoid  the  increased  interrelationshij)  other  econtmiies  of  the  world 
are  experiencing — that  is,  cannot  without  depriving  the  ix'ople  of  substantial 
benefit.s- — then  the  issue  which  faces  us  is  not  whether,  but  how,  within  the 
framework  of  our  existing  i)<)litical  predilections,  we  can  fashion  our  econcmiic 
involvement  more  efficiently.  Perhaps  I  am  losing  a  question  that  has  no  single 
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answer.  More  likely,  it  involves  a  never-ending  examination  of  ourselves  and  of 
our  role  in  a  changing  world. 

One  of  the  economic  constants  in  this  changing  world  of  ours  is  that  our  finan- 
cial systems  and  considerable  segments  of  our  economy  are  already  heavily  inter- 
related. They  have  become  so  primarily  because  sound  economic  forces  have 
made  them  so.  We  must  recognize  that  the  course  of  Canadian  economic  develop- 
ment is  not  unrelated  to  the  course  of  the  U.S.  economy.  The  United  States^par- 
ticularly  some  border  areas — is  influenced  by  the  Canadian  economy  too.  The 
Canadian  fiscal  and  monetary  policies  steer  the  Canadian  economy,  but  it  seems 
to  me  that  Canada  and  the  United  States  travel  down  much  the  same  economic 
road  more  often  in  step  than  not.  In  this  sense,  our  interrelationship  is  not  unique. 
There  are  many  countries  in  Europe  about  which  the  same  could  be  said.  To  my 
mind,  this  just  emphasizes  the  basic  principle  which  must  be  involved  in  any 
examination  of  our  relationship. 

The  governing  principle  has  to  be  that  a  balanced  economic  arrangement  must 
be  reached  if  the  interrelationship  is  to  prove  viable.  In  times  past,  long  term 
economic  relationships  have  survived  in  an  unbalanced  form.  We  have  seen  ex- 
tractive industries  involving  production  in  one  country  with  fabrication  and 
processing  in  another.  A  viable  relationship  cannot  be  built  upon  those  terms 
today.  Old  relationships  of  that  type  are  bound  to  change. 

We  have  a  recent  example  in  the  United  States,  the  outcome  of  which  has 
not  been  particularly  happy.  I  refer  to  our  sale  of  unprocessed  logs  from  the 
Pacific  Northwest  to  Japan.  Our  efforts  to  permit  U.S.  mills  to  fabricate  board 
and  sell  abroad  encountered  restrictive  import  and  buying  practices.  The  ability 
to  deliver  lumber  at  substantially  lower  prices  was  not  the  prevailing  considera- 
tion. Our  Congress  took  the  matter  into  its  own  hands  and  imposed  export 
controls  on  raw  logs.  This  is  an  example  of  legislative  action  responding  to  under- 
standable frustrations  in  the  private  sector.  British  Columbia  avoids  a  problem 
of  this  particular  type  by  concentrating  processing  in  the  Province.  We  in  the 
United  States  understand  the  issue  too :  while  we  are  anxious  to  develop  and 
export  the  resources  of  Alaska,  we  cannot  forget  the  need  to  create  jobs  in  that 
area.  But  balanced  arrangements  are  not  easy  to  achieve.  They  require  a  willing- 
ness to  accept  the  responsibilities  of  the  multilateral  world — in  order  to  avoid 
unsustainable  situations  of  one  party  enjoying  substantial  benefits  with  dispro- 
portionately few  costs. 

The  principle  of  balance  in  economic  relations  must  recognize  that  a  demand 
without  a  related  supply  is  unsatisfactory  just  as  a  supply  without  a  related 
demand  is  unsatisfactory.  The  seller  needs  the  buyer  and  the  buyer  needs  the 
seller.  Once  the  tactic  of  bargaining  for  maximum  advantage  is  set  aside  for 
more  realistic  and  enduring  arrangements,  then  economic  accords  can  be  reached. 
This  principle  has  not  always  guided  U.S.  economic  negotiations  in  the  postwar 
years  but  I  doubt  very  much  if  it  will  not  be  the  guiding  principle  in  the  future. 
For  those  who  doubt  this  last  point,  let  me  remind  you  that  in  the  early  days 
when  the  United  States  gave  foreign  aid,  we  structured  it  in  such  a  way  that 
procurement  took  place  outside  the  United  States.  Of  course,  it  has  been  some 
time  since  we  have  done  that  and  we  have  passed  through  the  phase  of  restrict- 
ing procurement  to  the  United  States.  Today,  however,  we  are  prepared  to  nego- 
tiate multilaterally  the  untying  of  bilateral  aid  on  the  condition  that  all  other 
donor  countries  also  subject  themselves  to  the  identical  disciplines  of  worldwide 
competitive  bidding.  A  unilateral  gesture  in  this  direction  by  the  United  States 
would  not  satisfy  the  principle  of  balance. 

Canada  has  benefited  from  this  earlier  attitude.  For  example,  some  years  ago 
the  U.S.  Government  gave  a  50-percent  preference  to  domestic  suppliers  of  defense 
equipment.  We  extended  this  same  preference  to  Canadian  suppliers  expecting 
to  create  a  balance  between  the  two  countries  in  defense  procurement.  It  has 
not  worked  out  that  way.  There  are  other  examples,  in  the  financial  field,  for 
instance. 

But  the  point  of  my  comments  is  not  to  review  the  past  but  to  express  what 
I  view  will  have  to  be  the  guiding  principle  for  the  future.  You  are  concerned 
about  jobs  in  your  country.  We  are  concerned  about  jobs  in  ours  too.  Each  of  us 
is  concerned  about  national  feelings  and  each  of  us  is  anxious  to  enhance  the 
economic  well-being  of  our  people.  Balanced  arrangements  between  us  can  help 
us  both  to  achieve  this  objective.  No  arrangement  other  than  one  which  balances 
the  benefits  and  costs  satisfies  this  common  and  minimum  objective. 
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"What  are  some  of  the  elements  we  should  keep  in  mind  as  we  look  ahead  to  our 
hope  for  mutually  beneficial  arrangements  in  this  decade? 

It  might  be  a  familiar  outline  to  this  audience  if,  in  responding  to  this  ques- 
tion, I  were  to  speak  in  terms  of  supply,  demand,  and  the  role  of  government. 

Governments — all  of  them — will  be  occupied  throughout  this  decade  with  calls 
upon  their  financial  resources  far  in  excess  of  revenues.  Each  will  be  greatly  con- 
cerned with  the  problem  of  setting  priorities  and  rationing  funds.  The  calls  upon 
these  resources  will  grow  geometrically  because  social  capital  investment,  not 
normally  associated  with  private  enterprise  endeavors,  will  rank  higher  on  our 
list  of  priorities.  Established  governmental  programs  will  be  reexamined  to  see 
if  they  are  relevant  to  the  present  day.  This  process  can  only  be  healthy  for  a 
country. 

The  economic  planners  in  government  will  continue  to  seek  the  appropriate 
relationship  between  employment,  growth,  and  rea.sonable  price  stability.  We 
are  all  becoming  a  bit  more  humble  about  the  ability  to  call  the  shots  exactly 
on  economies,  large  or  small.  Statistical  information  lags,  information  dissemina- 
tion, as  well  as  differences  and  errors  in  judgment,  compound  the  problem.  The 
1970's  will  offer  fewer  perfect  batting  averages  than  we  dream  about,  but  I 
suspect  achievements  high  above  what  our  critics  predict.  This  problem  of  bal- 
ancing priorities  within  a  national  economy  will  he  exi^erienced  in  all  of  the  coun- 
tries of  the  world.  With  the  differing  relative  values  nations  assign  at  a  given 
time  to  the  employment,  growth,  and  stability  eciuation.  imbalances  in  interna- 
tional payments  must  be  expected  as  a  natural  function  of  the  .system.  Our  under- 
standing of  this,  our  institutional  framework  for  dealing  with  it,  and  i)erhaps  an 
increased  readiness  to  take  necessary  action  in  a  timely  manner,  should  make 
the  1970"s  less  accident  prone  than  the  end  of  the  1960's. 

Looking  ahead,  the  supply  factor  in  the  economic  equation  will  play  "follow 
the  leader.''  The  leader  will  be  demand.  In  a  predominantly  buyers'  market  situ- 
ation, it  will  not  be  the  strain  of  plant  capacity  or  inadequacy  of  available 
services  which  will  dominate  investment  decisions  and  directors'  meetings. 

Demand,  especially  the  changing  nature  of  demand,  is  the  economic  phenome- 
non which  we  are  now  experiencing. 

I  come  North  from  a  troubled  country.  The  issues  over  which  my  country  is 
agonizing  are  fundamental  issues.  They  are  posed  in  moral  terms.  Some  are 
posed  in  eternal  terms.  America  is  going  through  a  reexamination  of  its  values 
and  a  self-appraisal  of  its  conscience.  The  gyrations  of  the  proce.ss  may  distract 
many,  and  many  especially  in  Canada.  But  I  for  one  am  heartened  that  our 
society  and  our  political  system  are  viable  enough  to  sustain,  indeed  benefit  from 
just  this  type  of  concern.  How  could  one  not  recognize  the  positive  elements  in 
this  turmoil?  The  debate  on  Vietnam  is  not  whether  we  get  out,  hut  how.  The 
concern  with  our  universities  is  not  one  of  whether  education  is  desirable  but 
whether  the  school  programs  are  relevant  to  needs  students  now  feel.  The  concern 
for  minorities  is  not  whether  the  Nation  is  moving  in  the  direction  of  increasing 
their  .share  of  our  .society  but  whether  we  can  move  faster.  The  issue  on  com- 
munications is  whether  balanced  reporting  is  provided.  The  concern  over  tele- 
vision is  about  the  impact  of  violent  shows  upon  our  children,  and  whether  there 
are  enough  meaningful  shows  for  adults. 

The  time  to  worry  is  when  i)eople  are  afraid  to  ask  these  questions.  The  time 
to  worry  is  when  there  is  no  official  concern  or  response. 

This  mo<Ml  and  this  concern  in  the  rnit(Ml  States  is  not  iieculiar  to  my  country. 
The  value  and  the  benefits  of  reexamination  are  known  to  many  peoples. 

In  economic  terms,  this  new  element  in  demand  means  that  an  increasing 
number  of  i)eople  refu.se  to  equate  change  with  progress.  These  new  values  mean 
that  the  consimier  will  not  .seek  "more"  but  "better."  Increasingly,  the  public 
is  not  concerned  with  "having"  but  with  his  own  "state  of  being."  The  .search 
for  a  better  quality  life — an  age-long  quest  of  the  few — is  becoming  a  dedication 
of  the  many. 

I  believe  we  can  now  look  back  uix)n  the  long  developing  and  supremely  im- 
portant preoccupation  with  i>opulati(m  growth  as  an  early  expression  of  the 
search  for  a  better  life.  With  less  need  to  satisfy  growing  numl)ers,  greater 
effort  can  be  directe<l  towards  improving  the  quality  of  life. 

Environmental  needs  will  have  to  be  .satisfied  at  an  accelerated  rate  and  I 
would  l)e  .surprised  if  cori>orate  management  does  not  resi>()nd  to  the.s<^  factors. 
Not  only  as  businessmen  but  as  consumers  themselves  they  will  see  the  broad 
consensus  that  is  developing  for  a  better  quality  of  life  and  will  translate  it 
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meaningfully  into  product  design  and  service  delivery.  The  demand  ingi-edient 
is  changing  and  with  this  change  the  definition  of  optimum  growth  may  take 
on  a  new  dimension.  It  does  not  seem  to  me  that  a  country  will  sacrifice  in 
the  future  human  values  and  social  obligations  in  a  one-tracked  pursuit  of 
growth  as  measured  in  the  traditional  quantitative  manner. 

Perhaps  in  no  better  place  than  in  our  common  aspirations  for  an  improved 
quality  of  life  can  Canada  and  the  United  States  find  new  understanding.  The 
interrelation  of  our  life  here  on  the  North  American  continent  is  nowhere  more 
evident  than  in  our  environment.  Rivers  that  Start  in  Canada  end  in  the  United 
States.  Air  that  is  ix»lluted  in  the  United  States  travels  North.  Surely  anything 
but  a  common  approach  to  these  basic  issues  shortchanges  our  i>eople.  In  this 
area,  as  we  have  found  in  the  financial  area,  we  must  work  together.  So  too, 
in  the  commercial  area  will  the  1970's  find  the  United  States  and  Canada  search- 
ing for  arrangements  involving  balanced  benefits,  responsive  to  our  respective 
national  needs. 


Exhibit  52. — Statement  of  the  U.S.  Treasury,  August  8,  1969,  concerning  the 
devaluation  of  the  French  franc 

The  action  of  the  Government  of  France  in  reducing  the  external  value  of 
the  franc  represents  an  adjustment  to  economic  developments  in  France  during 
the  past  year.  The  amount  of  devaluation — 11.1  r)ercent — is  the  amount  di.scu.ssed 
when  finance  ministers  of  the  Group  of  10  countries  met  in  Bonn  last  November. 
This  adjustment  can  be  accommodated  within  the  framework  of  existing 
exchange  rates. 

This  action  will  not  affect  the  value  of  the  U.S.  dollar. 


Exhibit  53. — Statement  of  the  U.S.  Treasury,  October  24,  1969,  on  revaluation 

of  the  German  mark 

The  Treasury  welcomes  the  announcement  by  the  German  authorities  of  their 
decision  to  establish  a  new  par  value  for  the  mark  at  $0.2732,  9.29  percent  above 
their  previou.sly  established  par.  Today's  action  by  the  German  government 
should  resolve  in  a  constructive  manner  the  principal  cause  of  uncertainty  that 
has  existed  in  the  exchange  markets. 


Exhibit  54. — Press  release,  December  24,   1969,  announcing  extension  of  the 
exchange  stabilization  agreement  between  the  United  States  and  Mexico 

Secretary  of  the  Treasury  David  M.  Kennedy  and  the  Ambassador  of  Mexico, 
Hugo  B.  Margain,  have  exchanged  letters  extending  the  $100,000,000  Exchange 
Stabilization  Agreement  between  the  United  States  Treasury,  the  Bank  of  Mexico, 
and  the  Government  of  Mexico  signed  on  December  21,  1967,  for  a  2-year  period 
ending  December  31,  1971. 

This  exchange  of  letters  represents  a  continuation  of  the  stabilization  arrange- 
ments between  the  United  States  and  Mexico  which  have  been  in  effect  since 
1941,  and  have  proved  beneficial  to  the  financial  relationships  between  the  two 
countries. 


Exhibit  55. — Press  release.  May  15,  1970,  announcing  the  U.S.  purchase  of  $150 
million  in  foreign  currencies  from  the  International  Monetary  Fund  and  the 
sale  of  $20  million  of  Special  Drawing  Rights 

The  Treasury  Department  announced  today  that  the  United  States  is  pur- 
chasing $150  million  in  foreign  currencies  from  the  International  Monetary 
Fund,  consisting  of  the  equivalent  of  $90  million  in  Belgian  francs  and  $60 
million  in  Netherlands  guilders.  In  addition,  the  United  States  is  selling  $10 
million  of  Special  Drawing  Rights  (SDR)  each  to  Belgium  and  the  Netherlands. 
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These  transactions  have  been  undertaken  for  the  purpose  of  completing  the 
repayment  of  sliort-term  swap  drawings  made  by  the  Federal  Reserve  System 
in  1969  and  early  1970. 

The  $150  million  IMF  purchase  represents  the  use  of  a  small  amount  of  the 
net  creditor  iwsition  in  the  Fund  which  the  t'nited  States  has  accumulated  in 
substantial  size  since  the  end  of  19t)S.  Following  this  drawing,  the  U.S.  reserve 
l)Osition  in  the  IMF  will  be  $2,360  million,  including  $1,070  million  in  its  creditor 
or  "super  gold  tranche"  position. 

The  sale  of  SDR,  the  first  such  use  by  the  United  States,  has  been  undertaken 
under  provisions  of  the  Fund  Agreement  which  enable  a  country  to  use  its  SDR 
to  purchase  its  own  currency  directly  from  other  countries  with  the  agreement 
of  the  latter.  Following  these  transactions,  U.S.  holdings  of  SDR  \^ill  be  $915 
million,  including  the  $867  million  allocated  to  the  I'nited  States  on  January  1, 
1970,  and  $48  million  acquired  subsequently  in  international  transactions. 


Exhibit  56. — Other  Treasury  testimony  published  in  hearings  before  congres> 
sional  committees,  July  1, 1969 — June  30, 1970 

Secretary  Kennedy 

Statement  published  in  hearings  before  the  Committee  on  Foreign  Relations, 
U.S.  Senate,  91st  Congress,  2d  session,  on  behalf  of  legislation  relating  to  the 
International  Monetary  Fund,  the  International  Bank  for  Reconstruction  and 
Development,  and  the  Asian  Development  Bank,  May  6,  1970,  pages  9-29. 

Under  Secretary  for  Monetary  Affairs  Volcker 

Statement  published  in  hearing  before  the  Subcommittee  on  International 
Finance  of  the  Committee  on  Banking  and  Currency,  House  of  Representatives, 
91st  Congress,  first  session,  on  recent  international  financial  and  monetary  de- 
velopment, August  6, 1969,  pages  2-26. 

No.  217,  Revision  1,  June  30,  1970 — Estabishment  of  Consolidated  Federal 
Law  Enforcement  Training  Center 

1.  Authority  and  Establishment 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  including 
the  authority  in  the  Government  Employees  Training  Act,  5  U.S.C.  4101-4118, 
as  implementetl  by  Executive  Order  11348  of  April  20,  1967,  and  Reorganization 
Plan  No.  26  of  1950,  I  hereby  reaflBrm  the  establishment  of  the  Consolidated 
Federal  Law  Enforcement  Training  Center  as  an  organizational  entity  within 
the  Department  of  the  Treasury  to  function  as  an  interagency  training  facility, 
and  place  it  under  the  supervision  of  the  Assistant  Secretary  (Enforcement  and 
Operations). 

2.  Center  Functions 

The  Consolidated  Federal  Law  Enforcement  Training  Center  shall : 

a.  Serve  as  an  interagency  law  enforcement  training  center. 

b.  Provide  necessary  facilities,  equipment,  and  support  services  for  conducting 
recruit,  advanced,  si>ecialized,  and  refresher  Law  enforcement  training  for  person- 
nel of  participating  Federal  agencies,  including: 

(1)  Budgeting  for  and  administering  funds  for  construction,  maintenance  and 
operation  of  the  Center ; 

(2)  Housing,  feeding,  and  providing  recreation  programs  and  administrative 
services  for  students. 

c.  Provide  supix>rt,  administrative,  and  educational  personnel  for  common 
training  courses  to : 

(1)  Consolidate  requirements  of  participating  agencies  and  develop  proposed 
curricula ; 

(2)  Develop  content  and  teaching  techniques  for  courses : 

(3)  Instruct  and  evaluate  students. 

d.  As  an  interagency  training  facility,  provide  training  to  other  eligible 
persons. 
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e.  Administer  the  current  Treasury  Law  Enforcement  School  for  as  long 
as  that  school  is  found  necessary. 

3.  Responsibilities  of  the  Director 

Under  the  supervision  of  the  Assistant  Secretary  (Enforcement  and  Opera- 
tions) the  Director  of  the  Center  shall : 

a.  Exercise  responsibilities  prerequisite  to  initiating  full  Center  operations  at 
the  earliest  date,  including  the  development  of  detailed  plans  within  the  guide- 
lines established  by  the  Congress  for  the  design  and  construction  of  Center 
facilities. 

b.  Be  responsible  for  the  effective  and  eflScient  performance  of  the  functions 
of  the  Center,  including. 

(1)  Financial  management,  including  planning,  programming  and  budgeting 
for  the  Center,  and  fiscal  operations  ; 

(2)  Administrative  managment,  including  staffing  and  managerial  services; 

(3)  Development  of  the  internal  organization  of  the  Center,  including  the 
designation  of  subordinate  divisions. 

4.  Authority  of  the  Director 

a.  The  Director  of  the  Center  shall  have  all  the  authority  which  has  been 
delegated  to  heads  of  bureaus  by  Treasury  orders  and  other  issuances  of  the 
Office  of  the  Secretary  and  which  is  necessary  for  the  performance  of  his 
responsibilities,  and  the  authority  to  redelegate  such  authority. 

b.  In  the  absence  of  the  Director,  the  Deputy  Director  shall  have  the  authority 
of  the  Director. 

5.  Center  Operations 

The  Department  of  the  Treasury  is  the  Executive  Agency  for  operating  the 
Center  and  serves  as  the  established  point  of  authority  for  implementation  of 
Federal  regulations  and  policies  having  government-wide  application.  Within 
this  concept : 

a.  All  employees  of  the  Center  staff  will  be  appointed  under  the  authority  of 
the  Secretary  of  the  Treasury  and  shall  be  employees  of  the  Department  of  the 
Treasury ; 

b.  Center  operations  will  be  financed  by  a  separate  appropriation  to  the  Depart- 
ment of  the  Treasury  to  be  used  to  pay  costs  of  salaries,  equipment,  and  other 
expenses  in  connection  with 

(1)  Administration. 

(2)  Maintenance  and  operation  of  the  physical  plant  (including  dormitories 
and  dining  facilities). 

(3)  Conducting  common  training  courses. 

(4)  Operation  of  the  laboratories,  library,  and  other  support  services. 

(5)  Research  conducted  in  law  enforcement  curriculum  and  training  methods. 

c.  The  Office  of  the  Secretary  will  provide  staff  support  and  assistance,  related 
to: 

(1)  Organizational  structure,  management  systems,  and  administrative  pro- 
cedures ; 

(2)  Staffing  patterns,  manpower  utilization  and  control,  and  personnel  ad- 
ministration ; 

(3)  Design,  construction,  and  maintenance  of  facilities  ;  and 

(4)  Financial  management  systems  and  budgetary  processes,  including  plan- 
ning, programming  and  budgeting. 

6.  Transfer  of  facilities 

The  personnel,  equipment,  records,  supplies,  and  any  remaining  funds  here- 
tofore used  or  available  for  use  in  the  establishment  of  the  Center  and  in  the 
conduct  of  the  Treasury  Law  Enforcement  School  are  transferred  to  the  Center, 
without  loss  of  rights  or  status  possessed  by  such  personnel. 

7.  Effect  on  prior  Treasury  Orders 

This  order  supersedes  Treasury  Department  Order  No.  217  of  March  2,  1970, 
which  is  hereby  rescinded.  The  Office  of  Law  Enforcement  Training  established 
by  Treasury  Order  147  (Revision  3)  is  hereby  abolished. 

Effective  date :  This  order  is  effective  as  of  July  1, 1970. 

David   M.    Kexnnedy, 
Secretary  of  the  Treasury. 
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Gold  and  Silver  Operations 

Exhibit  57. — Statement  by  General  Counsel  Eggers,  October  1,  1969,  before  the 
House  Banking  and  Currency  Committee,  on  H.R.  13252,  the  coinage  act  of 
1%9 

I  welcome  this  opportunity  to  urge  the  prompt  enactment  of  H.R.  13252,  the 
Coinage  Act  of  196i).  Before  setting  forth  the  rea.sons  why  the  Treasury  Depart- 
ment considers  the  prompt  enactment  of  this  legislation  to  be  strongly  in  the 
public  interest  let  me  briefly  review  the  procedures  under  which  the  Adminis- 
tration's coinage  legislation  was  develoi)ed. 

In  March  of  this  year  Secretary  Kennedy  established  a  special  Task  Force  of 
Treasury  oflScials  to  review  all  major  silver  and  coinage  issues  and  recommend 
appropriate  administrative  actions  and  where  necessary  new  legislation.  I  had 
the  honor  to  act  as  Chairman  of  this  group.  In  early  May  the  Task  Force  com- 
pleted its  study  and  presented  a  report  to  the  Secretary  outlining  its 
recommendations. 

The  recommended  program  was  then  reviewed  by  and  received  the  full  ap- 
proval of  the  Joint  Commission  on  the  Coinage,  a  nonparti.san  body  established 
by  law  to  advise  the  President  and  the  Congress  on  silver  and  coinage  matters. 
As  you  know,  this  24-member  Commission  includes  12  Members  of  Congres.s.  the 
Chairman,  and  ranking  minority  member  of  the  Senate  Banking  and  Currency 
Committee,  four  members  of  the  Senate  appointed  by  the  President  of  the  Senate, 
the  Chairman  and  ranking  minority  member  of  the  House  Banking  and  Cur- 
rency Committee,  and  four  members  of  the  House  of  Representatives  appointed 
by  the  Speaker  of  the  House  of  Representatives,  four  members  from  the  executive 
branch — the  Secretaries  of  the  Treasury  and  Commerce,  the  Director  of  the 
Budget,  and  the  Director  of  the  Mint,  and  eight  public  members  appointed  by 
the  President. 

The  administrative  actions  endorsed  by  the  Commission  were  immediately  put 
into  effect  by  Secretary  Kennedy.  These  were  a  lifting  of  the  coin  melting  ban 
and  a  reduction  in  the  weekly  sale  of  silver  through  the  GSA  from  2  million 
ounces  to  1%  million  ounces.  The  legislation  endorsed  by  the  Commission  is  now 
before  your  Committee  as  H.R.  13252. 

Under  provisions  of  this  legislation  the  Secretary  of  the  Treasury  would  be 
granted  authority  to : 

(1)  Mint  a  non.^ilver  cupro-nickel  half  dollar  ; 

(2)  Mint  a  nonsilver  cupro-nickel  dollar  coin  ;  and 

(3)  Transfer  the  approximately  3  million  rare  silver  dollars  now  held  in  the 
Treasury  to  the  Administrator  of  G^eneral  Services  for  sale  to  the  public  in  the 
manner  recommended  by  the  Joint  Commission  on  the  Coinage. 

The  Administration's  request  for  authority  to  mint  a  nonsilver  half  dollar  is 
based  on  the  conclusion  that  there  is  an  important  commercial  need  for  an  ade- 
quately circulating  half  dollar  that  can  only  be  met  through  the  minting  of  a 
nonsilver  coin.  I  tliink  the  most  convincing  argument  for  granting  the  Treasury 
this  new  authority  is  the  fact  that  only  a  very  small  percentage  of  roughly  ll^ 
billion  silver  half  dollars  (both  40  percent  and  90  percent  silver)  minted  since 
1963  are  actually  circulating. 

Well  over  200  million  ounces  of  silver  have  already  been  used  to  mint  this 
coin.  This  is  equal  to  the  total  amount  of  silver  mined  in  the  United  States  since 
1963.  As  Secret^iry  Kennedy  i>ointed  out  in  his  recent  statement  to  the  Coinage 
Commi.s.sion  the  40-i>ercent  silver  half  dollar,  on  our  past  experience,  is  simply 
a  losing  proi)ositi()n.  The  realistic  choice  we  face  is  either  to  abandon  this  coin 
altogether  or  mint  it  of  the  same  cupro-nickel  clad  material  now  used  in  dimes 
and  quarters.  We  strongly  recommend  the  latter  alternative. 

A  second  major  provision  of  the  Administration's  coinage  bill  would  authorize 
the  Secretary  of  the  Treasury-  to  mint  cupro-nickel  dollar  coins  of  the  same  clad 
material  now  u.sed  in  dimes  and  quarters.  Before  making  this  recommendation 
the  Treasury  gave  very  careful  consideration  to  the  composition  of  the  new  dollar 
coin  which  we  intend  will  bear  a  i>ortralt  of  President  Dwight  D.  Eisenhower. 
The  principal  i.ssue  was  whether  the  coin  should  contain  silver  or  be  minted 
of  the  cupro-nickel  clad  material  ii.stnl  in  other  coins.  Here  are  the  major  reasons 
why  we  concluded  that  a  cupro-nickel  dollar  coin  is  strongly  in  the  public 
interest. 

1.  Only  a  nonsilver  dollar  coin  would  actually  circulate  to  meet  commercial 
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needs,  which  of  course,  is  the  'basic  purpose  of  coinage  production. — The  experi- 
ence with  the  Kennedy  half  dollar  indicates  conclusively  that  silver  coins  will 
not  freely  circulate  in  significant  quantity.  The  Treasury  Task  Force  on  Silver 
Policy  and  the  Joint  Coinage  Commission  both  concluded  that  there  is  a  com- 
mercial need  for  a  circulating  dallar  coin  that  can  only  be  met  by  a  nonsilver 
coin. 

2.  The  nonsilver  dollar  coin  would  mean  a  far  greater  monetary  return  to  the 
Federal  Government  than  would  be  realized  by  a  JfO-percent  silver  coin. — One 
bill  now  before  the  Congress  which  would  authorize  the  minting  of  300  million 
40-percent  silver  dollar  coins  over  a  three-year  period  would  mean  a  total  return 
through  seigniorage  of  roughly  $160  million.  By  contrast,  the  monetary  gain  by 
producing  the  same  number  of  nonsilver  dollar  coins  under  the  Administration 
bill  would  be  about  $290  million.  In  addition,  the  Treasury  could  obtain  as  much 
as  $50  niillion  more  in  revenue  from  the  continued  sale  of  silver  to  the  GSA,  or  a 
total  of  well  over  $300  million. 

Moreover,  if  the  cupro-nickel  dollar  coin  were  authorized  the  Treasury  would 
not  be  limited  to  minting  only  300  million  of  these  coins.  When  production  re- 
sources are  in  full  gear  that  number  could  be  minted  in  a  single  year,  depending 
upon  public  demand.  The  total  seigniorage  therefore,  over  a  3-year  period  would 
unquestionably  be  far  greater  than  if  the  dollar  coin  contained  silver.  And  I 
might  add  that  the  seigniorage  return  to  the  Government  reduces  its  public 
borrowing  needs  by  an  equivalent  amount. 

However,  it  should  be  emphasized  that  the  major  purpose  of  our  coinage 
system  is  not  to  maximize  seigniorage  but  to  meet  the  country's  need  for  an 
adequate  supply  of  circulating  coins.  Seigniorage  is  simply  the  difference  between 
the  face  value  of  a  coin  and  the  cost  of  its  component  materials.  Including  silver 
in  a  coin  reduces  seigniorage  since  silver  is  obviously  more  costly  than  copper 
or  nickel.  Although  those  who  advocate  a  silver  dollar  assert  that  this  would 
be  equivalent  to  selling  the  .silver  for  $3.16  per  ounce  it  is  no  more  logical  to 
put  a  sale  price  on  the  silver  in  the  coin  than  it  would  be  to  compute  a  sale 
price  on  the  copper  and  nickel  in  dimes  and  quarters. 

3.  Using  our  surplus  silver  for  dollar  coins  would  significwntly  increase  our 
balance-of-payments  deficit. — Current  annual  domestic  silver  production  is  less 
than  40  million  ounces  compared  with  industrial  consumption  of  about  145 
million  ounces.  If  weekly  GSA  silver  sales  are  halted  because  all  our  remaining 
surplus  silver  is  reserved  for  dollar  coins,  then  .silver  imports  for  industrial 
use  will  have  to  increase  substantially.  We  estimate  that  the  resulting  adverse 
effect  on  the  balance  of  payments  in  the  firsit  year  could  be  as  much  as  $150 
million. 

4.  Using  our  surplus  silver  for  dollar  coins  would  mean  higher  prices  for 
important  consumer  products. — Although  the  Treasury  has  taken  a  neutral  posi- 
tion with  respect  to  the  price  of  silver,  it  .should  be  realized  that  if  Treasury 
silver  sales  were  halted  the  price  of  .silver  would  probably  rise  significantly. 
The  principal  industrial  uses  of  silver  are  for  film  and  electrical  products.  When 
the  price  of  silver  rose  from  the  fixed  $1.29-plus  per  ounce  to  over  $1.80  an  ounce 
in  1967,  the  major  film  producer.s  increased  their  prices  substantially.  A  further 
increase  in  the  price  of  silver  would  very  likely  mean  higher  costs  to  millions  of 
consumers  of  film  products  including  X-ray  film.  Similar  effects  would  be  felt 
by  u.sers  of  batteries  and  electrical  products.  It  should  be  realized  that  the 
ultimate  users  of  silver  include  virtually  the  entire  American  public. 

5.  The  Administration  bill  is  consistent  loith  the  recommendation  made  by 
the  Joint  Commission  oh  the  Coinage.— The  Joint  Commission  on  the  Coinage 
is  a  nonpartisan  body  e.stablished  by  law  to  advise  the  President  and  the  Con- 
gress on  major  coinage  issues.  The  Commission  carefully  considered  this  matter 
and  overwhelmingly  recommended  the  minting  of  a  nonsilver  dollar  coin.  We 
think  the  Commission's  recommendation  is  well  founded  and.  that  legislation 
authorizing  cupro-nickel  clad  half  dollar  and  dollar  coins  is  in  the  best  interest 
of  the  public  as  a  whole.  The  portrait  of  President  Eisenhower  on  a  dollar  coin 
would  include  him  among  the  select  group  of  great  Americans  honored  on  other 
circulating  corns. 

The  enactment  of  H.R.  13252  in  addition  to  providing  the  economy  with 
needed  circulating  coinage  would  al.so  be  a  major  contribution  toward  alleviating 
the  unstable  conditions  that  have  plagued  the  silver  market  for  over  2  years. 
The  sharp  and  largely  irrational  movements  in  silver  prices  both  up  and  down 
have  been  stimulated  by  rumors  and  uncertainties  regarding  anticipated  Gov- 
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ernment  actions.  We  think  the  enactment  of  this  bill  will  end  this  micertainty 
by  finally  enabling  the  Treasury  to  clearly  set  forth  just  how  much  surplus 
silver  it  holds  and  how  long  and  at  what  rate  this  silver  will  continue  to  be 
sold  through  oi)en  competitive  bids. 

As  of  August  31,  1969,  the  Treasury  stock  of  silver  bullion  totaled  8.")  million 
ounces.  Of  this  total  about  40  million  ounces  was  in  a  form  readily  available 
for  market  sale.  In  addition  we  estimate  that  the  Treasurj-'s  inventorj'  of  silver 
in  coins  that  will  be  melted  into  bars  totals  about  60  million  ounces,  a  figure  we 
consider  rea.-onably  accurate  within  a  10  million  ounce  range.  As  of  now,  reflect- 
ing estimated  changes  in  September,  the  Treasury's  total  stock  of  silver,  in- 
cluding silver  coins,  is  approximately  135  million  ounces.  This  figure  is  entirely 
separate  from  the  165  million  ounces  of  silver  already  set  aside  in  the  defense 
stockpile. 

Tlie  enactment  of  H.R.  13252  would  make  surplus  virtually  all  of  the  Treas- 
ury's remaining  stock  of  silver  except  for  the  relatively  small  amount  that  would 
be  required  for  minting  of  half  dollar.s  in  a  transition  i)eriod.  We  estimate  that 
the  readily  available  silver  surplus  of  about  100  million  ounces  is  adequate  to 
continue  sales  through  the  GSA  at  the  current  rate  through  1970.  In  this  period 
of  adjustment  producers  and  users  of  silver  will  have  ample  opportunity  to  gear 
their  operations  to  eventual  complete  independence  from  Government  sources  of 
supply. 

Let  me  now  turn  to  the  third  major  provision  of  H.R.  13252  which  would 
authorize  the  transfer  of  the  approximately  3  million  rare  silver  dollars  now 
held  in  the  Treasury  to  the  Administrator  of  General  Services  for  sale  to  the 
public  in  the  manner  recommended  by  the  Joint  Commission  on  the  Coinage. 
The  value  of  these  coins  varies  from  month  to  month  but  at  the  present  time 
we  estimate  that  their  numismatic  value  in  the  market  ranges  up  to  about  $170 
per  coin  depending  upon  the  year  of  issue. 

Since  the  summer  of  1967  several  silver  dollar  disposal  plans  have  been  dis- 
cussed at  length  by  the  Joint  Commission  on  the  Coinage.  At  the  July  15,  1968, 
meeting  an  interagency  Committee  with  members  from  the  Treasury,  the  GSA, 
and  the  Smithsonian  Institution  was  directed  to  study  all  the  plans  and  present 
for  the  Commission's  consideration,  a  plan  which  would  (1)  insure  the  public 
a  widespread  opportunity  to  obtain  the  coins,  (2)  obtain  the  maximum  return 
on  disposal  for  the  Treasury,  and  (3)  conduct  the  disi«)sal  operation  in  Govern- 
ment rather  than  private  hands. 

The  Coinage  Commission  recommended  such  a  plan,  and  the  Treasury  Task 
Force  on  Silver  and  Coinage  Policy  strongly  endorsed  the  plan  under  which 
these  remaining  rare  silver  dollars  would  be  disposed  of  by  the  General  Services 
Administration  through  a  shelf  sale  at  approximately  their  current  numismatic 
value.^  The  plan  limits  sales  to  any  one  buyer  to  one  coin  of  each  year  of 
issue,  or  a  maximum  of  10  coins.  The  buyer  may  tender  a  bid  at  a  price  higher 
than  the  posted  pric-e,  and  in  the  event  orders  for  any  one  year  of  issue  should 
exceed  the  supply,  these  bids  will  determine  who  will  get  the  coins. 

The  major  reasons  for  recommending  your  approval  to  go  ahead  with  this 
plan  are  (1)  after  considerable  study  of  many  plans  it  appears  to  be  the  most 
equitable  for  both  the  public  and  the  Government,  and  meets  the  requirements 
set  forth  l)y  the  Commission.  (2)  it  has  receive<l  much  publicity  and  seems  to 
be  acceptable  to  a  majority  of  the  public  and  the  numismatic  experts  with  whom 
the  interagency  Committee  consulted  prior  to  its  recommendation  of  the  plan 
to  the  Committee,  and  (3)  the  appropriation  required  by  GSA  to  carry  out  this 
l»lan  would  bt>  small  compared  with  the  probable  total  receipts  to  the  Treasury. 

In  summary,  the  Trea.sury  believes  that  the  prompt  enactment  of  H.R.  13252 
would  be  a  major  contribution  to  a  more  effective  coinage  system,  facilitate  an 
orderly  transition  of  the  silver  market  to  complete  dependence  on  i)rivate  sources 
of  supply,  and  make  it  possible  for  us  to  pay  fitting  tribute  to  a  great  American. 


Exhibit  58. — Remarks  by  Assistant  Secretary  Rossides,  October  20,  1969,  before 
the  1969  Mining  Convention  of  the  American  Mining  Congress,  San  Francisco, 
California,  on  silver 

I  .should  like  to  express  my  appreciation  to  the  American  Mining  Congress 
and  to  your  Cochairmen,  Mr.  Strauss  and  Dr.  McLaughlin,  for  inviting  me  here 
to  talk  about  silver.  Since  the  founding  of  this  groat  organization  in  1898  the 
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American  Mining  Congress  has  worked  vigorously  for  safer  and  more  efl5cient 
mining  practices  as  well  as  playing  a  prominent  role  in  all  the  major  policy 
decisions  which  have  kept  the  Government  an  active  participant  in  the  silver 
market.  The  Treasury  has  always  welcomed  your  advice  and  now  that  we  are 
approaching  the  end  of  that  phase  of  the  long  monetary  history  of  silver,  I 
think  it  appropriate  that  we  again  exchange  views. 

At  today's  meeting  I  will  present  the  Treasury's  view  of  an  appropriate  silver 
and  coinage  policy  during  this  sensitive  period  when  the  market  is  making  its 
flnal  adjustment  to  complete  independence  from  the  Government  as  a  buyer  or 
seller  of  silver. 

Historical  setting 

Before  outlining  the  Treasury's  current  silver  and  coinage  policy  and  the 
decisionmaking  process  by  which  it  was  reached,  I  would  like  to  very  briefly 
review  the  events  of  the  past  decade.  I  think  this  is  essential  to  understanding 
today's  silver  issues. 

The  series  of  events  which  will  culminate  in  the  final  withdrawal  of  the 
Government  from  the  silver  market  began  in  the  late  1950's.  At  that  time  the 
Treasury  held  huge  stocks  of  silver  as  a  result  of  heavy  purchases  to  sustain  the 
silver  price  during  the  long  period  when  the  mines  were  producing  far  more 
silver  than  could  be  used  for  coinage  and  industrial  needs.  In  December  1959 
Treasury  silver  holdings  totaled  more  than  2  billion  ounces,  nearly  all  of  which 
was  held  as  reserve  against  silver  certificates. 

About  this  time  two  trends  of  major  significance  to  the  future  of  silver 
became  evident.  The  first  was  the  rapid  acceleration  in  the  demand  for  coins 
under  the  influence  of  an  expanding  economy  and  growing  use  of  vending 
machines.  The  second  key  event  was  that  for  the  first  time  in  modern  history 
rising  industrial  demand  for  silver  exceeded  current  production  both  on  a  domestic 
and  a  worldwide  basis.  The  growing  gap  between  production  and  consumption 
was  made  up  in  large  part  from  Treasury  stocks  of  free  silver  which  dropped 
by  about  200  million  ounces  from  April  1959  to  November  1961,  when  sales  were 
suspended. 

At  the  same  time  the  Government  faced  a  rapidly  growing  need  for  silver 
to  increase  the  circulating  coinage.  Obviously  this  supply  could  not  come  from 
domestic  production  which  was  already  inadequate  to  meet  industrial  demand. 
In  this  situation  the  only  practical  way  to  obtain  silver  for  coinage  needs 
was  through  the  gradual  retirement  from  circulation  of  silver  certificates  thereby 
freeing  the  silver  held  as  a  reserve  for  these  certificates.  It  was  thought  at  that 
time  that  the  retirement  of  silver  certificates  would  make  available  enough  free 
silver  to  meet  the  Treasury's  coinage  needs  for  many  years  into  the  future. 

Unfortunately  events  did  not  work  out  that  way.  Over  the  next  few  years 
the  tremendous  production  of  coins  required  to  keep  pace  with  the  increasing 
demands  of  the  economy  cut  deeply  into  the  Treasury's  silver  supply.  In  1962  and 
1963  nearly  200  million  ounces  of  Treasury  silver  were  used  for  coinage  and  the 
demand  was  still  rising.  Moreover,  by  mid-1963,  under  pressure  of  private  market 
forces,  the  price  of  silver  had  risen  to  its  monetary  value  of  $1.29  per  ounce. 
A  continued  price  rise  much  beyond  that  point  would  have  made  it  profitable 
to  melt  the  subsidiary  coins  for  their  silver  content  and  thereby  threaten  the 
continued  circulation  of  our  silver  coinage.  To  prevent  such  a  crisis  the  Treasury 
in  .July  1963  resumed  the  open  sale  of  silver  at  the  fixed  price  of  $1.29  i)er  ounce. 

Over  the  next  2  years  an  adequate  volume  of  silver  coinge  was  maintained  in 
circulation  but  only  at  the  cost  of  huge  amounts  of  Treasury  silver.  In  1964 
and  1965  production  of  silver  coins  required  over  500  million  ounces  of  Treasury 
silver.  During  the  same  period  it  was  necessary  to  sell  an  additional  230  million 
ounces  in  the  open  market  in  order  to  keep  the  price  at  a  level  which  would 
prevent  a  wholesale  withdrawal  of  coins  from  circulation.  In  short,  from  1962 
to  1965  the  Treasury  had  to  use  nearly  970  million  ounces  of  silver  in  order  to 
maintain  an  adequate  volume  of  circulating  silver  coinage.  This  total  was  roughly 
equivalent  to  25  years  annual  mining  production  in  the  United  States. 

By  thi.s  time  it  was  obvious  that  the  use  of  silver  in  United  States  coinage  for 
very  long  into  the  future  was  no  longer  possible.  Recognizing  this,  the  Congress 
in  1965  authorized  the  production  of  nonsilver  dimes  and  quarters,  retaining 
only  the  40-percent  silver  half  dollar  as  a  link  to  the  past. 

But  the  coinage  crisis  was  not  over  by  a  long  shot.  The  task  now  was  to  pro- 
duce, during  the  relatively  brief  remaining  period  when  it  would  be  possible  to 
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keep  an  adequate  amount  of  silver  coins  in  circulation,  enough  cupro-nickel  dimes 
and  quarters  to  meet  fuUi*  the  economy's  circulation  needs. 

To  the  everlasting  credit  of  the  men  and  women  of  the  Treasury's  Bureau  of 
the  Mint  this  race  was  won,  although  the  hnish  was  very  close.  By  May  of  11K>7, 
when  the  soaring  demand  for  purchases  of  Treasury  silver  forced  the  final  halt 
to  open  market  sales  at  the  fixed  $1.21)  price,  enough  cupro-nickel  coins  had  been 
produced  to  tide  us  over  the  crisis. 

But  again  the  cost  in  Treasury-  silver  had  been  high.  In  1966  and  1967  another 
100  million  ounces  of  silver  was  used  for  the  Kennedy  half  dollar  and  it  was 
necessary  to  sell  nearly  300  million  ounces  to  maintain  the  $1.29  price.  This 
brought  the  total  amount  of  Treasury  silver  used  from  1962  through  mid-1967  in 
the  attempt  to  maintain  an  adequate  circulating  silver  coinage  to  approximately 
1.3  billion  ounces. 

In  August  1967  the  sale  of  surplus  Treasury  silver  by  the  GSA  through  weekly 
competitive  bids  was  begun  and  these  sales  have  continued  until  the  present  time. 
Sales  under  this  program  to  date  have  totaled  some  220  million  ounces.  To  round 
out  this  historical  resume,  just  over  100  million  ounces  of  silver  were  exchanged 
for  silver  certificates  during  the  year  preceding  the  redemption  cutoff  in  June 
1968. 

The  Task  Force  Report 

With  this  as  background,  let  me  now  turn  to  the  situation  faced  by  this  Admin- 
istration early  this  year  and  review-  with  you  the  process  by  which  we  arrived 
at  our  current  policy  position  on  silver. 

In  March  1969  Secretary  Kennedy  established  a  special  task  force  of  Treasury 
officials  to  review  all  major  silver  and  c-oinage  issues  and  recommend  appropriate 
administrative  actions  and  where  necessary  new  legislation.  I  was  a  member  of 
this  group. 

The  Task  Force  took  as  its  basic  premise  that  a  sound  silver  policy  program 
should  facilitate  an  orderly  withdrawal  of  the  Government  as  a  i>articipant  in 
the  silver  market  consistent  with  the  following  essential  needs :  (1)  a  strong  and 
efficient  monetary  .system,  (2)  maximum  feasible  fiscal  return  to  the  taxpayers, 
(3)  minimum  inflationary  impact  on  consumer  prices,  and  (4)  minimum  adverse 
impact  on  the  balance  of  payments. 

The  Task  Force  first  gave  attention  to  determining  what  portion  of  the  Treas- 
ury's supply  of  silver  could  be  considered  surplus  to  the  Government's  need 
over  the  foreseeable  future.  AVe  concluded  that  the  total  amount  of  silver  avail- 
able to  the  Treasury  in  April  of  this  year  that  was  not  directly  committed  for 
any  future  need  was  about  140  million  ounces.  This  figure  was  over  and  above 
the  165  million  ounces  of  silver  which  by  law  had  been  transferred  to  the  strategic 
stockpile  in  June  1968. 

In  early  May  the  Task  Force  completed  its  study  and  presented  a  report  to  the 
Secretary  outlining  its  recommendations.  The  recommended  program  was  then 
reviewed  by  and  received  the  full  approval  of  the  Joint  Commission  on  the  Coin- 
age, a  nonpartisan  body  established  by  law  to  advise  the  President  and  the 
Congress  on  silver  and  coinage  matters.  This  24  member  Commission  includes  12 
Members  of  Congress,  four  members  from  the  executive  branch,  and  eight  public 
members  apix)inted  by  the  President. 

The  administrative  actions  endorsed  by  the  Commission  were  immediately  put 
into  effect  by  Secretary  Kennedy.  These  were  (1)  lifting  of  the  coin  melting  ban 
and  (2)  a  reduction  of  the  weekly  sales  of  silver  by  the  GSA  from  2  million 
ounces  to  ly^  million  ounces. 

The  Treasurj-'s  action  in  lifting  the  coin  melting  ban  in  May  of  this  year  was 
in  our  judgment  a  .sound  one.  At  that  time  the  coin  melting  ban  no  longer  served 
the  puri)Ose  cited  when  it  was  fir.st  put  into  effect  in  May  1967,  and  I  might  add 
that  a  ban  on  melting  coins  was  without  precedent  in  our  nation's  history.  The 
original  puri»ose  of  the  ban  was  to  keep  the  silver  dimes  and  quarters  circulating 
during  a  i)eriod  in  which  there  was  doubt  that  supplies  of  clad  coins  were  fully 
adequate  for  commercial  needs.  But  by  May  of  this  year  virtually  all  the  silver 
coin.s  had  disapin-ared  from  circulation  and  the  supply  of  clad  coins  was  fully 
adequate  for  commercial  needs. 

A  .secondary  pun>ose  of  the  coin  melting  ban  was  to  enable  the  Treasury  to 
build  up  its  reserve  of  silver  coins.  However,  by  May  of  this  year  the  remaining 
supply  of  outstanding  silver  coins  was  locked  up  in  private  hoards  and  the  inflow 
to  the  Treasury  had  run  dry.  It  is  interesting  to  note,  by  the  way,  that  lifting  the 
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coin  melting  ban  was  one  of  the  few  issues  on  which  the  associations  representing 
both  .silver  users  and  producers  were  in  accord. 

Another  important  matter  to  which  the  Task  Force  gave  careful  attention  was 
the  question  of  Treasury  silver  sales  through  the  General  Services  Administra- 
tion. The  first  consideration  was  whether  the  Treasury  should  continue  to  sell 
any  .silver  through  the  GSA.  On  this  the  Task  Force  recommended  that  the  sale 
of  silver  be  continued  and  that  it  be  made  clear  as  nearly  as  possible  how  long 
these  sales  would  be  maintained.  Let  me  list  a  few  of  the  major  reasons  why  this 
conclusion  was  reached. 

1.  The  silver  being  sold  is  not  needed  by  the  Government.  The  165  million 
ounces  already  transferred  to  the  defense  stockpile  has  been  established  by  the 
Congress  as  ample  for  any  future  emergency  industrial  need. 

2.  The  continued  sale  of  silver  through  the  GSA  has  a  favorable  effect  on  the 
balance  of  payments.  If  silver  sales  were  halted,  net  silver  imports  over  the 
next  year  would  have  to  rise  by  about  75  million  ounces.  This  would  increase 
the  balance  of  payments  deficit  by  perhaps  $150  million. 

3.  Profits  on  silver  sales  would  add  substantially  to  the  Treasury's  revenue 
and  since  August  4, 1967,  this  profit  has  totaled  over  $100  million. 

4.  Continuation  of  Government  silver  sales  would  permit  the  market  to  adjust 
in  an  orderly  manner  to  the  inevitable  point  when  the  Government  must  cease 
to  be  a  supplier,  which  we  now  think  will  be  about  the  end  of  1970. 

The  Task  Force  then  turned  to  the  question  of  an  appropriate  rate  for  sale 
of  the  Treasury's  silver  and  concluded  that  the  weekly  amount  of  silver  offered 
through  the  GSA  should  be  reduced  from  2  million  ounces  to  1^/^  million  ounces. 
The  main  justification  for  this  action  was  the  belief  that  since  the  Treasury 
would  have  to  halt  sales  in  less  than  2  years,  a  gradual  cutback  in  the  amount 
offered  would  help  the  market  make  an  orderly  adjustment  to  this  fact.  It  was 
thought  preferable  to  maintain  the  lYo  million  ounce  rate  rather  than  add 
further  uncertainty  by  phasing  out  sales  at  gradually  reduced  levels. 

We  recognized  that  if  the  intent  to  maintain  the  1%  million  ounce  sales  figure 
were  made  clear,  participants  in  the  silver  market — producers,  users,  and  in- 
vestors— would  have  full  knowledge  of  the  time  and. extent  of  Government  ac- 
tivity in  the  market.  During  this  transition  period  the  market  would  have  ample 
opportunity  to  make  an  eflScient  adjustment  to  the  time  when — like  other  com- 
modities— the  price  of  silver  would  be  determined  entirely  by  private  supply 
and  demand.  We  felt  that  removal  of  uncertainty  regarding  the  future  of  the 
Government's  silver  policy  would  add  a  stability  to  the  silver  market  that  should 
be  welcomed  by  both  producers  and  consumers. 

The  third  administrative  action  taken  by  the  Treasury  with  the  endorsement 
of  the  Coinage  Commission  was  to  open  the  weekly  GSA  sale  of  silver  to  all 
bidders  with  no  restrictions  on  the  use  of  the  silver  purchased.  Until  that  time 
silver  sold  by  the  GSA  had  to  be  consumed  entirely  by  domestic  industry.  This 
restriction  on  the  use  of  the  silver  was  established  during  a  period  in  which  the 
prolonged  refiners  strike  had  sharply  curtailed  the  domestic  supply  of  industrial 
silver.  In  recognition  of  the  temporary  nature  of  this  restriction,  the  Treasury 
ia  1967  had  signified  its  intent  to  remove  it  as  soon  as  feasible.  In  our  judgment 
this  action  was  long  overdue. 

Legislative  program 

I  would  like  now  to  briefly  outline  the  legislative  recommendations  recom- 
mended by  the  Task  Force  and  which  are  now  under  consideration  by  the 
Congress.  Provisions  of  this  legislation  of  interest  to  this  group  would  grant  the 
Secretary  of  the  Treasury  authority  to  mint  both  a  nonsilver  cupro-nickel  half 
dollar  and  a  nonsilver  cupro-nickel  dollar  coin. 

The  Treasury's  request  for  authority  to  mint  a  nonsilver  half  dollar  was  based 
on  the  conclusion  that  there  is  an  important  commercial  need  for  an  adequately 
circulating  half  dollar  that  can  only  be  met  by  minting  a  nonsilver  coin.  I  think 
the  most  convincing  argument  for  granting  the  Treasury  this  new  authority  is 
the  fact  that  only  a  very  small  percentage  of  the  roughly  l^/i  billion  silver  half 
dollars — both  40-percent  and  90-percent  silver — minted  since  1963  are  actually 
circulating. 

Well  over  200  million  ounces  of  silver  have  already  been  used  to  mint  this  coin. 
This  is  equal  to  the  total  amount  of  silver  mined  in  the  United  States  since  1963. 
As  Secretary  Kennedy  pointed  out  in  a  statement  to  the  Coinage  Commission,  the 
40-pereent  silver  half  dollar  on  our  past  experience  is  simply  a  losing  proposition. 
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The  realistic  choice  we  face  is  either  to  abandon  this  coin  altogether  or  mint  it 
of  the  same  cupro-nickel  clad  material  now  used  in  dimes  and  quarters.  We  prefer 
the  latter  alternative. 

The  second  major  provision  of  the  coinage  bill  would  authorize  the  Secretary 
of  the  Treasury  to  mint  cupro-nickel  dollar  coins  of  the  same  clad  material  now 
u.'^ed  in  dimes  and  (luarters.  Before  making  this  recommendation  we  gave  very 
careful  consideration  to  the  comijo.sition  of  the  new  dollar  coin  which  would  bear 
a  portrait  of  Pre.sident  Eisenhower.  The  principal  issue  was  whether  the  coin 
should  contain  silver  or  be  minted  of  the  cupro-nickel  clad  material  used  in  other 
coins.  This  is  still  an  unresolved  is.sue  since  on  la.>*t  Wednesday  the  Hou.se  of 
Representatives  voted  for  a  cupro-nickel  dollar  coin  just  a  few  hours  after  the 
Senate  voted  for  a  40-percent  silver  dollar.  This  issue  will  be  resolved  in  the  near 
future. 

There  are  many  sound  reasons  why  we  believe  that  a  cupro-nickel  dollar  coin 
is  strongly  in  the  public  interest : 

1.  The  primary  purpose  of  coinage  is  to  effectively  serve  as  a  medium  of 
exchange,  to  buy  goods  and  services.  Only  a  non^silvcr  dollar  coin  would  actually 
circulate. — The  experience  with  the  Kennedy  half  dollar  demonstrates  that  silver 
coins  will  not  circulate  in  significant  quantity.  The  Treasury  and  the  Joint  Coinage 
Commission  both  concluded  that  there  is  a  commercial  need  for  a  circulating 
dollar  coin  that  can  only  be  met  by  a  nonsilver  coin. 

2.  Over  the  ncrt  fiscal  year  the  nonsilver  dollar  coin  icould  mean  a  greater 
monetary  return  to  the  Federal  Government  than  icould  be  realized  by  a  J/O-per- 
cent  silver  coin. — S.J.  158  which  has  passed  the  Senate  would  authorize  the  mint- 
ing of  100  million  40-percent  silver  dollar  coins  a  year  for  3  years  or  until  the 
supply  of  remaining  silver  is  exhausted.  Each  100  million  of  these  coins  would 
mean  a  return  through  seigniorage  of  about  $52  million.  By  contrast,  the  mone- 
tary gain  by  producing  each  100  million  nonsilver  dollar  coins  would  be  about  $95 
million.  In  addition,  if  the  remaining  silver  surplus  is  not  used  for  coinage  the 
Treasury  could  obtain  as  much  as  $50  million  more  in  revenue  in  1970  from  con- 
tinued sales  through  the  GSA. 

Moreover,  if  the  Congress  acts  now  to  authorize  the  minting  of  a  cupro-nickel 
dollar  coin,  the  Treasury  can  move  very  quickly  to  mint  this  coin  in  volume 
production,  depending,  of  course,  on  public  demand  and  available  appropriations. 
We  could  mint  as  much  as  300  million  of  these  coins  by  the  end  of  1970.  The 
total  seigniorage,  at  least  in  1970,  would  certainly  be  greater  for  a  cupro-nickel 
than  for  a  40-percent  silver  dollar  coin.  Over  a  3-year  period  the  seigniorage 
return  on  the  cupro-nickel  coin  could  approach  $1  billion.  The  advantage  to  the 
public  is  that  this  .seigniorage  return  reduces  the  Government's  borrowing  needs 
by  an  equivalent  amount.  However,  under  the  provisions  of  the  coinage  bill 
imssed  by  the  Senate,  the  minting  of  a  cupro-nickel  dollar  coin  could  not  begin 
until  the  available  silver  supply  is  exhausted  which  might  take  several  years. 

However,  it  should  be  emphasized  that  the  major  purpose  of  our  coinage 
system  is  not  to  maximize  .seigniorage  but  to  meet  the  country's  need  for  an 
adequate  supply  of  circulating  coins.  Seigniorage  is  .simply  the  difference  between 
the  face  value  of  a  coin  and  the  cost  of  its  component  materials.  Including  silver 
in  a  coin  nKluces  seigniorage  .since  silver  is  obviously  more  costly  than  copper  or 
nickel.  Although  tho.se  who  advocate  the  silver  dollar  assert  that  this  would  be 
equivalent  to  selling  silver  for  $3.16  per  ounce,  it  is  no  more  logical  to  put  a  sale 
price  on  the  silver  in  the  coin  than  it  would  l)e  to  compute  a  sale  price  on  the 
copper  and  nickel  in  dimes  and  quarters. 

3.  Using  our  surplus  silver  for  dollar  coins  would  sginificantly  increase  our 
balancc-of -payments  rfc^eif.— Current  annual  domestic  .silver  production  is  less 
than  40  million  ounces  compared  with  industrial  consumption  of  alx>ut  145 
million  ounces.  If  weekly  GSA  .silver  .sales  are  halted  becau.se  all  our  remaining 
.surplus  .silver  is  re.served  for  dollar  coins,  then  silver  imports  for  indu-'^trial  u.se 
would  have  to  increase  substantially.  We  estimate  that  the  resulting  adverse 
effe<'t  on  the  balance  of  payments  in  the  first  year  could  be  as  much  as  $150 
million. 

4.  The  final  enactment  of  legislation  recommen'ded  by  the  Treasury  in  addition 
to  providing  the  econmny  with  needed  circulating  coinage,  would  also  be  a  major 
contribution  toward  alleviating  the  un.Htablc  conditions  that  have  plagued  the 
silver  market  for  over  2  years.— The  shari>  and  largely  irrational  movements  in 
silver  prices  both  up  and  down  have  been  stimulated  by  rumors  and  uncertainties 
regarding  anticipated   Government   actions.    We   think   the   enactment   of   the 
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Treasury  coinage  bill  will  end  this  uncertainty  by  finally  enabling  the  Treasury 
to  clearly  set  forth  just  how  much  surplus  silver  it  holds  and  how  long  and  at 
what  rate  this  silver  will  continue  to  be  sold  through  open  competitive  bids. 

As  of  September  30,  1969,  the  Treasury  stock  of  silver  bullion  totaled  about  80 
million  ounces.  Of  this  total  about  35  million  ounces  is  in  a  form  readily  avail- 
able for  market  sale.  In  addition  we  estimate  that  the  Treasury's  inventory  of 
silver  in  coins  that  will  be  melted  into  bars  totals  about  60  million  ounces,  a 
figure  we  consider  reasonably  accurate  within  a  10  million  ounce  range.  As  of 
now,  the  Treasury's  total  stock  of  silver,  including  silver  coins,  is  approximately 
140  million  ounces.  This  figure  is  entirely  separate  from  the  165  million  ounces 
of  silver  already  set  aside  in  the  defense  stockpile. 

The  enactment  of  the  Treasury  bill  would  make  surplus  virtually  all  of  the 
Treasury's  remaining  stock  of  silver  except  for  the  relatively  small  amount  that 
might  be  required  for  minting  of  half  dollars  in  a  transition  period.  We  estimate 
that  the  silver  surplus  which  could  be  available  over  the  next  year  is  adequate 
to  continue  sales  through  the  GSA  at  the  current  rate  through  the  greater  part  of 
1970.  At  that  point  the  slate  would  be  clean.  In  this  clearly  defined  period  of  ad- 
justment producers  and  users  of  silver  have  ample  opportunity  to  gear  their  opera- 
tions to  eventual  complete  independence  from  Government  sources  of  supply. 

In  summary,  the  Treasury  believes  that  the  administrative  actions  that  have 
been  put  into  effect  with  regard  to  silver  together  with  the  prompt  enactment  of 
the  coinage  bill  recommended  by  the  Treasury  will  contribute  greatly  to  a  more 
effective  coinage  systejn  and  facilitate  an  orderly  transition  of  the  silver  market 
to  full  reliance  on  private  sources  of  supply. 


Exhibit  59. — Press  release,  June  18,  1970,  statement  by  Assistant  Secretary 
Rossides  concerning  the  weekly  sale  of  silver  through  the  General  Services 
Administration. 

The  Treasury  Department  will  continue  to  sell  silver  from  its  existing  stock 
at  the  current  rate  of  1.5  million  ounces  per  week  through  November  10,  1970,  as 
previously  announced  on  May  13,  1970,  following  the  Joint  CJoinage  Commission 
meeting. 

Sales  of  silver  recovered  from  the  melting  of  dimes  and  quarters  will  continue 
until  July  21,  1970.  This  will  be  followed  by  the  sale  of  refined  silver  bars  996- 
999  fine  through  September  15.  Sales  from  September  22  through  November  10, 
1970,  will  consist  of  silver  bars  below  996  fine. 


Joint  Financial  Management  Improvement 

Exhibit  60. — Memorandum  from  the  President,  August  12,  1969,  to  heads  of 
Government  departments  and  agencies,  on  the  Joint  Financial  Management 
Improvement  Program 

In  charting  the  goals  of  this  Administration,  I  have  emphasized  the  need  to 
improve  the  decisionmaking  processes  of  the  Federal  Government.  We  must  make 
our  system  for  delivering  program  services  more  effective. 

Therefore,  I  am  giving  full  support  to  the  Joint  Financial  Management  Im- 
provement Program,  an  indispensable  project  with  a  charter  to  shari)en  some  of 
the  tools  of  management. 

Under  the  leadership  of  the  Comptroller  General,  the  Secretary  of  the  Treasury, 
the  Budget  Director,  and  the  Chairman  of  the  Civil  Service  Commission,  the 
Joint  Program  has  promoted  many  far-reaching  improvements  in  the  past.  I  want 
to  see  achievements  in  the  future  that  will  make  management  of  Government 
operations  more  responsive  and  efficient. 

To  get  full  measure  from  the  resources  available  to  us,  we  must  have  all  the 
necessary  management  information.  We  must  have  financial  systems  that  illum- 
inate every  level  and  .stage  of  decisionmaking :  from  the  first-line  supervisor  to 
the  President  and  the  Congress,  from  the  long-range  forecast  to  the  critical 
post-audit.  Nothing  less  will  let  us  go  forward  with  programs  that  provide  the 
most  benefit  for  the  taxpayer's  dollar. 

I  have  previously  asked  for  a  vigorous  effort  to  convert  to  the  accrual  basis 
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for  stating  budget  revenues  and  expenditures.  That  high  priority  goal  dovetails 
with  the  objective  of  developing  effective  financial  system,  including  budgeting, 
accounting,  reporting,  and  auditing. 

I  direct  the  head  of  each  department  and  agency  to  join  Comptroller  General 
Elmer  B.  Staats,  Secretary  of  the  Treasury  David  M.  Kennedy,  Budget  Director 
Robert  P.  Mayo,  and  Civil  Service  Chairman  Robert  E.  Hampton,  under  the 
Joint  Financial  Management  Improvement  Program,  to  make  the  development 
of  effective  financial  systems  a  high  priority  in  strengthening  administrative 
practices.  Without  this  effort,  our  ability  to  cope  with  the  needs  of  the  1970's 
will  be  seriously  impaired. 

The  challenge  is  there.  I  call  upon  each  Federal  manager  to  accept  it  as  a  per- 
sonal challenge.  Demand  better  financial  information  and  use  it. 


Organization  and  Procedure 

Exhibit  61. — Treasury  Department  orders  relating  to  organization  and 

procedure 

No.  147,  Revision  No.  3,  September  4,  1969. — Disestablishment  of  the  Office 
OF  THE  Special  Assistant  to  the  Secretary  (for  Enforcement),  and  Estab- 
lishment OF  the  Office  of  Law  Enforcement  Training 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950 : 

a.  The  Office  of  Special  Assistant  to  the  Secretary  (for  Enforcement)  is 
hereby  disestablished,  and  its  functions  and  duties  are  concurrently  reassigned 
to  the  Assistant  Secretary  (Enforcement  and  Operations)  ;  and 

b.  The  Office  of  Law  Enforcement  Training  is  hereby  established  under  the  di- 
rect supervision  of  the  Assistant  Secretary  (Enforcement  and  Operations). 

Functions  and  duties  assigned  to  the  Assistant  Secretary  (Enforcement  and 
Operations)  as  a  result  of  the  above  actions  include,  but  are  not  limited  to,  the 
following : 

Serve  as  principal  advisor  to  the  Secretary  on  all  law  enforcement  matters ; 

Inform  the  Secretary  fully  of  all  significant  developments  relating  to  Presi- 
dential protection ; 

Coordinate  all  enforcement  activities  of  the  Treasury  and  provide  such  policy, 
functional  and  technical  gmdance  to  enforcement  activities  as  is  required  to 
assure  optimum  benefits  from  joint  and  cooperative  utilization  of  Treasury  law 
enforcement  resources ; 

Appraise  Treasury  enforcement  agencies  with  respect  to  the  overall  efficiency, 
effectiveness,  performance,  and  integrity  of  personnel,  programs  and  activities, 
and  institute  any  corrective  action  required  ; 

Formulate  basic  law  enforcement  policy,  program,  organizational  and  pro- 
cedural proposals  to  effectively  and  efficiently  carry  out  the  Department's  na- 
tional and  international  law  enforcement  responsibilities  ; 

Provide  inter-agency  and  inter-Governmental  liaison  and  representation  on 
enforcement  matters ; 

Direct  Treasury  enforcement  training; 

Strengthen  relationships  with  Federal,  State,  and  local  enforcement  agencies ; 

Serve  as  United  States  representative  with  the  International  Criminal  Police 
Organization  (INTERPOL).  In  this  capacity  he  will  deal  with  all  questions  relat- 
ing to  INTERPOL  dues,  INl'ERPOL  functions,  obligations  of  membership  and 
agenda  of  and  representation  at  INTERPOL  conferences  and  General  Assembly 
sessions. 

In  addition,  the  Assistant  Secretary  (Enforcement  and  Oi>erations)  is  hereby 
delegated  authority  to  act  on  behalf  of  the  Sec-retarj'  iu  fulfilling  responsibilities 
assigned  to  the  Department  of  the  Treasurj'  for  establishing  and  administering 
the  Federal  I^aw  Enforcement  Training  Center. 

The  functions  and  duties  herein  assigned  to  the  Assi.stant  Secretary  (Enforce- 
ment and  Or>erations)  may,  at  his  discretion,  be  delegate*]  to  subordinates  in  such 
manner  as  he  shall  from  time  to  time  direct. 

To  effectuate  the  provisions  of  this  order,  I  hereby  direct  the  Assistant  Secre- 
tary (Enforcement  and  Oi>erations)  to  draw  on  all  enforcement  facilities  of  the 
Department  without  limitation,  except  as  to  restrictions  imposed  by  law. 
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This  order  is  effective  immediately.  Any  previous  orders  or  instructions  in  con- 
flict witli  the  provisions  of  this  order  are  hereby  amended  accordingly.  Treasury 
Department  Order  No.  147  (Revision  No.  2)  and  Treasury  Department  Orders 
No.  147-1  through  No.  147-6  are  hereby  rescinded. 

David  M.  KENNEa)Y, 
Secretary  of  the  Treasury. 

No.  178-2,  September  29, 1969. — Delegation  of  Authority  To  Execute 
Agreements  of  Indemnity 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950,  and  by  virtue  of  the  author- 
ity vested  in  me  as  Fiscal  Assistant  Secretary  by  Treasury  Department  Order 
No.  190,  Revision  6,  there  is  hereby  delegated  to  the  Commissioner  of  Accounts 
the  authority  of  the  Secretary  of  the  Treasury  imder  section  3b  of  the  Govern- 
ment Losses  in  Shipment  Act,  50  Stat.  479,  as  amended  by  the  Act  of  August  10, 
1939,  53  Stat.  1359  (40  U.S.C.  725),  to  execute  and  deliver,  on  behalf  of  the 
United  States,  agreements  of  indemnity  to  obtain  the  replacement  of  any  instru- 
ment or  document  which  has  been  received  by  the  United  States  and  subsequently 
lost,  destroyed,  or  so  mutilated  as  to  impair  its  value. 

John  K.  Carlock, 
Fiscal  Assistant  Secretary. 

No.  183,  Revision  No.  5,  August  11, 1969. — Order  of  Succession 

1.  Pursuant  to  Executive  Order  10941,  dated  May  15,  1961,  in  the  case  of  the 
death,  resignation,  absence,  or  sickness  of  the  Secretary,  the  Under  Secretary, 
and  the  Under  Secretary  for  Monetary  Affairs,  the  following  oflScers  shall,  in 
the  order  of  succession  indicated,  act  as  Secretary  of  the  Treasury  until  a  suc- 
cessor is  appointed  or  until  the  absence  or  sickness  shall  cease : 

(a)  General  Counsel 

(b)  Assistant  Secretaries,  appointed  by  the  President  with  Senate  con- 
firmation, in  the  order  in  which  they  took  the  oath  of  oflSce  as  Assistant 
Secretary. 

2.  Under  the  authority  of  Reorganization  Plan  No.  26  of  1950,  the  order  of 
succession  stated  in  paragraph  1  above  is  hereby  extended  to  include  the  follow- 
ing, after  the  Assistant  Secretaries  appointed  by  the  President  with  Senate 
confirmation : 

(a)  Other  Executive  Pay  Act  Officials  in  the  Office  of  the  Secretary,  first 
in  the  order  of  Executive  Pay  Act  levels,  then  in  the  order  in  which 
they  took  the  oath  of  office  in  their  present  positions. 

(b)  Executive  Pay  Act  Officials  in  Treasury  Bureaus,  first  in  the  order  of 
Executive  Pay  Act  levels,  then  in  the  order  in  which  they  took  the 
oath  of  office  in  their  present  positions. 

(c)  The  Assistants  and  Special  Assistants  to  the  Secretary  at  GS-18  in 
the  order  of  the  dates  of  their  appointments. 

(d)  Other  GS-18  officials  in  the  Office  of  the  Secretary  in  the  order  in 
which  they  took  the  oath  of  office. 

3.  Under  the  authority  of  Reorganization  Plan  No.  26  of  1950,  the  senior 
official  of  GS-15  rank  or  above  from  the  Office  of  the  Secretary,  and  in  the 
absence  of  such  an  official,  the  senior  Treasury  Bureau  Headquarters  official  of 
GS-15  rank  or  above  present  at  the  Treasury  Emergency  Relocation  Site,  is 
authorized  to  perform  as  Acting  Secretary  of  the  Treasury  all  the  duties  of  the 
Secretary  of  the  Treasury  whenever,  to  the  best  of  his  knowledge,  the  Secretary 
of  the  Treasury  and  all  officers  authorized  under  paragraphs  1,  2,  and  3  above 
to  act  as  Secretary  are  unable  to  take  action.  Seniority  shall  be  determined  by 
rank  and  salary  level  and  length  of  service  therein. 

4.  Under  the  authority  of  Reorganization  Plan  No.  26  of  1950,  in  the  event 
all  the  officers  designated  in  paragraphs  1,  2,  and  3  above  are  unavailable  or 
unable  to  take  action,  the  following  officers  shall,  in  the  order  of  succession  indi- 
cated, act  as  Secretary  of  the  Treasury  as  required  : 

(a)  Regional  Commissioners,  Internal  Revenue  Service,  in  the  order  in 
which  they  were  appointed  as  Regional  Commissioners. 
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(b)   Regional  Commissioners,  Bureau  of  Customs,  in  the  order  in  which 
they  were  appointed  as  Regional  Commissioners. 

David  M.  Kennedy, 
Secretary  of  the  Treasury. 

No.  190,  Revision  No.   7,   Septembee  4,   1969. — Supebvision   of  Bureaus  and 
Pekfobmance  of  Functions  in  the  Treasury  Department 

1.  The  following  oflScials  shall  be  under  the  direct  supervision  of  the  Secretary  : 

The  Under  Secretary 

The  Under  Secretary  for  Monetary  Affairs 
The  Assistant  to  the  Secretary 
Director,  Executive  Secretariat 

2.  The  following  officials  shall  be  under  the  direct  supervision  of  the  Under 
Secretary : 

Assistant  to  the  Under  Secretary 

Special  Assistant  to  the  Secretary  (Congressional  Relations) 

Special  Assistant  to  the  Secretary  (National  Security  Affairs) 

Special  Assistant  to  the  Secretary  (Public  Affairs) 

Commissioner  of  Internal  Revenue 

Comptroller  of  the  Currency 

3.  The  following  officials  shall  be  under  the  direct  supervision  of  the  Under 
Secretary  and  shall  exercise  supervision  over  those  offices,  bureaus,  and  other 
organizational  units  indicated  thereunder  : 

A.  General  Counsel 

Legal  Division 

Office  of  Director  of  Practice 

Office  of  Equal  Opportunity  Program 

B.  Assistant  Secretary  {Tax  Policy) 

Office  of  Tax  Analysis 

Office  of  Tax  Legislative  Counsel 

C.  Assistant  Secretary  {Enforcement  and  Operations) 

Bureau  of  Customs 

Bureau  of  Engraving  and  Printing 

Bureau  of  the  Mint 

Office  of  Law  Enforcement  Training 

United  States  Secret  Service 

D.  Assistant  Secretary  for  Administration 

Office  of  Administrative  Services 

Office  of  Budget  and  Finance 

Office  of  Management  and  Organization 

Office  of  Personnel 

Office  of  Planning  and  Program  Evaluation 

Office  of  Security 

4.  The  following  officials  will  be  under  the  direct  supervision  of  the  Under 
Secretary  for  Monetary  Affairs  : 

Deputy  Under  Secretary  for  Monetary  Affairs 
Special  Assistant  to  the  Secretary  (Debt  Management) 

5.  The  following  officials  shall  be  under  the  direct  supervision  of  the  Under 
Secretary  for  Monetary  Affairs  and  shall  exercise  supervision  over  those  offices, 
bureaus,  and  other  organizational  units  indicated  thereunder  : 

A.  Assistant  Secretary  (International  Affairs) 

Office  of  Administration 

Office  of  Balance  of  Payments  Programs,  Operations  and  Statistics 

Office  of  Developing  Nations 

Office  of  Financial  Policy  Coordination  and  Operations 

Office  of  Foreign  Assets  Control 

Office  of  Industrial  Nations 

Office  of  International  Elconomic  Affairs 

Office  of  International  Gold  and  Foreign  Exchange  Operations 

Office  of  Latin  America 

B.  Assistant  Secretary  {Economic  Policy) 

Office  of  Debt  Analysis 

Office  of  Domestic  Gold  and  Silver  Oi)erations 

Office  of  Financial  Analysis 
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C.  Fiscal  Assistant  Secretary 

Bureau  of  Accounts 

Bureau  of  the  Public  Debt 

Office  of  the  Treasurer  of  the  United  States 

D.  United  States  Savings  Bonds  Division 

6.  The  Under  Secretary,  the  Under  Secretary  for  Monetary  Affairs,  the  Gen- 
eral Counsel,  and  the  Assistant  Secretaries  are  authorized  to  perform  any  func- 
tions the  Secretary  is  authorized  to  perform.  Each  of  these  officials  shall  perform 
functions  under  this  authority  in  his  own  capacity  and  under  his  own  title,  and 
shall  be  responsible  for  referring  to  the  Secretary  any  matter  on  which  actions 
should  appropriately  be  taken  by  the  Secretary.  Each  of  these  officials  will 
ordinarily  perform  under  this  authority  only  functions  which  arise  out  of, 
relate  to,  or  concern  the  activities  or  functions  of  or  the  laws  administered  by  or 
relating  to  the  bureaus,  offices,  or  other  organizational  units  over  which  he  has 
supervision.  Any  action  heretofore  taken  by  any  of  these  officials  in  his  own 
capacity  and  under  his  own  title  is  hereby  affirmed  and  ratified  as  the  action  of 
the  Secretary. 

7.  The  following  officers  shall,  in  the  order  of  succession  indicated,  act  as  Sec- 
retary of  the  Treasury  in  case  of  the  death,  resignation,  absence,  or  sickness  of 
the  Secretary  and  other  officers  succeeding  him,  until  a  successor  is  appointed 
or  until  the  absence  or  sickness  shall  cease  : 

A.  Under  Secretary 

B.  Under  Secretary  for  Monetary  Affairs 

C.  General  Counsel 

D.  Presidentially  appointed  Assistant  Secretaries  in  the  order  in  which 
they  took  the  oath  of  office  as  Assistant  Secretary 

8.  Treasury  Department  Order  No.  190  (Revision  6)  is  rescinded,  effective  this 
date. 

David  M.  Kennedy, 
Secretary  of  the  Treasury. 


No.  191,  Revision  No.  4,  August  11,  1969. — Designation  of  Deputies 

1.  In  addition  to  other  assignments,  the  Principal  assistant  to  each  of  the 
following  officials  is  designated  to  serve,  at  the  pleasure  of  the  Secretary,  as  the 
deputy  of  the  principal  involved  : 

Principal 

Under  Secretary  for  Monetary  Affairs, 

General  Counsel, 

Assistant  Secretary  (International  Affairs), 

Assistant  Secretary  (Tax  Policy), 

Assistant  Secretary  ( Enforcement  and  Operations) , 

Assistant  Secretary  (Economic  Policy), 

Fiscal  Assistant  Secretary, 

Assistant  Secretary  for  Administration, 

Assistant  to  the  Secretary, 

Special  Assistant  to  the  Secretary  (Public  Affairs) , 

Special  Assistant  to  the  Secretary  (Congressional  Relations) , 

Special  Assistant  to  the  Secretary  (National  Security  Affairs), 

Commissioner  of  Internal  Revenue  Service, 

Comptroller  of  the  Currency, 

Oommissioner  of  Customs, 

Director,  U.S.  Secret  Service, 

Director,  Bureau  of  Engraving  and  Printing, 

Director,  Bureau  of  the  Mint, 

Commissioner,  Bureau  of  Accounts, 

Oommissioner,  Bureau  of  the  Public  Debt, 

Treasurer  of  the  United  States, 

Director,  U.S.  Savings  Bonds  Division. 

2.  Each  deputy  shall  have  authority  to  perform,  during  the  absence  of  his 
principal,  any  function  his  principal  is  authorized  to  perform,  consistent  with 
Treasury  Order  No.  190  Revised. 
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3.  Principals  and  deputies  shall  avoid  simultaneous  absences.  Exceptions  may 
be  requested  through  the  Executive  Secretariat  in  case  of  emergency  of  excep- 
tional circumstances. 

4.  Treasury  Department  Order  jN'o.  191  (Revision  3)  is  rescinded. 

David  M.  Kennedy, 
Secretary  of  the  Treasury. 


No.  209,   Revised,   February  6,   19tj9. — Treasury  Department  Utilization  or 
THE  Department  of  Defense  Industrial  Security  Program 

To  provide  for  the  Treasury  Department,  when  acting  as  a  "contracting 
agency"  to  particii>ate  as  a  user  agency  in  the  Department  of  Defense  Industrial 
Security  I'rogram.  This  program  and  the  regulations  thereof  have  been  devel- 
oped pursuant  to  Executive  Order  10S05,  as  amended,  to  protect  (1)  release 
of  classified  information  to  or  within  United  States  industry  that  relates  to  bid- 
ding on,  or  the  negotiation,  award,  performance,  or  termination  of,  contracts 
and  (2)  other  releases  of  classified  information  to  or  within  industrj'  by  Gov- 
ernment Agencies  who  have  responsibility  for  the  safeguarding  of  such  classified 
information. 

section  1.  definitions 

The  following  terms,  as  used  herein,  shall  have  the  meanings  specified : 

A.  "Department"  means  the  Department  of  the  Treasury 

B.  "Secretary"  means  the  Secretary  of  the  Treasury 

C.  "Head  of  the  Bureau"  means  the  Head  of  the  Bureau,  Independent  Office, 
or  Division  of  a  Department,  from  which  the  case  emanates 

SECTION    2.    program    OBJECTIVE 

The  security  of  the  United  States  depends  in  part  upon  the  proper  safeguard- 
ing of  classified  information  released  to  industry.  The  objective  of  the  Industrial 
Security  Program  is  to  a.ssure  the  safeguarding  of  classified  information  in  the 
hands  of  United  States  Industry.  The  objective  of  the  Department  of  Defen.se 
Industrial  Security  Regulations  is  to  set  forth  the  industrial  .security  program, 
policies,  practices,  and  procedures  used  internally  by  the  Deivartinent  of  Defense 
to  insure  maximum  uniformity  and  effectiveness  in  its  application  throughout 
industry. 

SECTION    3.    AGREEMENT 

An  agreement  between  the  Department  of  Defense  and  the  Department  of  the 
Treasury  was  executed  on  26  May  1965  which  provides  for  inclusion  of  the 
Treasury  Department  as  a  "user  agency"  in  the  program. 

SECTION    4.    program    OUTLINE,    AUTHORITY,    SCOPE 

A.  The  Deputy  Director  of  Contract  Administration  Services,  Defen.se  Supply 
Agency  (DSA),  under  the  i>olicy  guidance  of  the  Assistant  Secretary  of  Defense 
(Manpower),  deveioiKHl  and  i)romulgat(Hl  the  Department  of  Defense  Industrial 
Security  Regulation  (DOI)  r)r)20.22R)  pursuant  to  the  Xational  Security  Act 
of  1947.  This  regulation  is  applicable  to  the  Office  of  the  Se<'retary  of  Defense, 
the  Departments  of  the  Army,  Navy,  Air  P^orce,  Trea.sury.  and  others,  herein- 
after referred  to  as  "User  Agencies"  in  all  industrial  security  relationshii>s 
with  U.S.  Industry.  The  regulation  implements  the  .security  iM)licies  established 
by  the  Assistant  Secretary  of  Defensv  (ManiM)wer)  and  establishes  the  pro- 
cedures, requirements,  and  practices  concerned  with  the  effe<'tive  protection  of 
cla.s.sified  information  in  the  hands  of  I'.S.  Industry,  including  foreign  cla.ssified 
information  which  the  U.S.  Government  is  obliged  to  protwt  in  the  interest  of 
National  defense.  U'ser  Agencies  are  not  authorized  to  require  a  different  stand- 
ard of  industrial  .security  tlian  pre.scribed  in  the  regulations  except  as  .si>e- 
cifically  provided  for  therein  in  exceptional  cases. 

B.  The  Secretary  of  D<>fens<'  is  authorized  to  act  in  behalf  of  User  Agencie.s 
in  rendering  industrial  .s-<x'urity  servi(•(^<.  This  authority  is  contained  in  ex- 
changes of  letters  lK'tw<'en  parti<'ipating  agencies  and.  for  the  Treasury  DeiKirt- 
ment,  through  execution  of  the  Agreement  of  21  Ai>ril  KMm.  The  Defen.se  Supply 
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Agency  (DSA)  will  i^erform  all  cognizant  security  office  functions  prescribed 
by  the  regulations  in  behalf  of  all  User  Agencies.  User  Agencies  will  perform 
the  functions  of,  and  will  have  the  authority  and  responsibility,  prescribed  by 
the  regulation  and  in  the  Indusitrial  Security  Manual,  of  a  contracting  officer, 
except  when  the  administrative  contracting  officer's  functions  are  delegated  or 
assigned  to  the  Defense  Supply  Agency. 

SECTION    5.   PBOCEDUEE — LIAISON 

A.  The  procedures  for  "User  Agencies"  are  set  forth  in  the  publications  de- 
scribed in  SECTION  6  and  provide  for  use  of  the  system  at  the  contracting 
officer  level  through  utilization  of  the  services  of  the  appropriate  Regional 
Defense  Contract  Administration  Services  Office.  Publications  shall  be  procured 
through  normal  sources. 

B.  The  Director,  Office  of  Security  is  designated  as  Liaison  Officer  for  this 
program  as  it  applies  to  the  Treasury  Department  and  the  latter  will  act  upon 
request  in  any  dealing  involving  the  central  office  of  the  Defense  Supply  Agency. 

SECTION    6.    PUBLICATIONS 

A.  The  following  publications  are  essential  and  required  documentation  for 
the  implementation  of  this  program  : 

I.  Department  of  Defense  Industrial  Security  Regulation,  DOD  5220.22-R 
II.  Department  of  Defense  Industrial  Security  Manual  for  Safeguarding 
Classified  Information,  DOD  5220.22-M 

A.  E.  Weatherbee, 
Assistant  Secretary  for  Administration. 


No.  216,   September  8,   1969. — Establishment  of  the  Treasury  Department 
Law  Enforcement  Council 

1.  There  is  established  in  the  Office  of  the  Assistant  Secretary  (Enforcement 
and  Operations)  the  Treasury  Department  Law  Enforcement  Council. 

2.  The  Assistant  Secretary  (Enforcement  and  Operations)  shall  be  Chairman 
of  the  Council.  The  Council  shall  consist  of  the  following  officials  : 

Assistant  Director  (Investigations),  U.S.  Secret  Service 
Assistant  Director  (Protective  Forces),  U.S.  Secret  Service 
Assistant  Director  (Protective  Intelligence),  U.S.  Secret  Service 
Director  (Internal  Security  Division),  Internal  Revenue  Service 
Director  ( Intelligence  Division ) ,  Internal  Revenue  Service 
Chief,  Enforcement  Branch,  Alcohol,  Tobacco  and  Firearms  Division,  In- 
ternal Revenue  Service 
Assistant  Commissioner  (Investigations),  Bureau  of  Customs 
Director,  Division  of  Enforcement,  Bureau  of  Customs 
The  Assistant  Secretary  for  Administration,  the  Commissioner  of  Internal  Rev- 
enue, the  Director,  U.S.  Secret  Service,  and  the  Commissioner  of  Customs  shall 
be  members  ex  officio. 

3.  The  Council  shall  have  the  mission  of  advising  and  assisting  the  Assistant 
Secretary  (Enforcement  and  Operations)  in  performing  his  functions.  The 
Council  will  not  be  used  to  formulate  programs  or  make  operating  decisions 
that  are  reserved  as  a  responsibility  to  the  Head  of  a  Bureau. 

Charls  E.  Walker, 

Under  Secretary. 

No.  217.  March  2,  1970. — Establishment  of  the  Consolidated  Federal  Law 
Enforcement  Training  Center 

1.  Authority  and  Establishment 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  including 
the  authority  in  the  Government  Employees  Training  Act,  5  U.S.C.  4101-4118, 
as  implemented  by  Executive  Order  11348  of  April  20,  1967,  I  hereby  establish 
the  Consolidated  Federal  Law  Enforcement  Training  Center  as  an  organiza- 
tional entity  within  the  Department  of  the  Treasury  to  function  as  an  inter- 
agency training  facility. 
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2.  Objective 

Establishment  of  the  Center,  within  the  Department  of  the  Treasury,  is  for 
purposes  of : 

a.  Providing  participating  Federal  agencies  witli  adequate,  modern  facilities 
for  conducting  hiw  enforcement  training  in  an  effective,  economical  manner ; 

b.  Utilizing  the  professional  support  services  and  administrative  mechanisms 
of  a  large  existing  agency,  experienced  in  law  entorcemeut  training,  to  avoid 
duplicating  these  capabilities  within  a  new,  small,  independent  organization. 

3.  Center  Mission 

The  Consolidated  Federal  Law  Enforcement  Training  Center  shall : 

a.  Provide  necessary  facilities,  equipment,  and  support  services  for  conducting 
recruit,  advanced,  specialized,  and  refresher  law  enforcement  training  for  per- 
sonnel of  participating  Federal  agencies,  including  : 

(1)  Budgeting  for  and  administering  funds  for  construction,  maintenance, 
and  operation  of  the  Center  ; 

(2)  Housing,  feeding,  and  providing  recreation  programs  and  adminis- 
trative services  for  students. 

b.  Provide  support,  administrative,  and  educational  personnel  for  common 
training  courses  to : 

(1)  Consolidate  requirements  of  participating  agencies  and  develop  pro- 
posed curricula ; 

( 2 )  Develop  content  and  teaching  techniques  for  courses ; 

(3)  Instruct  and  evaluate  students. 

c.  As  an  interagency  training  facility,  provide  training  to  other  eligible  per- 
sons. 

4.  Center  Development 

The  Secretary  of  the  Treasury  will  exercise  responsibilities  prerequisite  to 
initiating  Center  operations  at  the  earliest  date,  including  the  development  of 
detailed  plans  within  the  guidelines  established  by  the  Congress  for  the  design 
and  construction  of  Center  facilities. 

5.  Center  Operations 

The  Department  of  the  Treasury  is  the  Executive  Agency  for  operating  the 
Center  and  serves  as  the  established  point  of  authority  for  implementation  of 
Federal  regulations  and  policies  having  Government-wide  application.  Within 
this  concept : 

a.  All  employees  of  the  Center  staff  will  be  appointed  under  the  authority  of 
the  Secretary  of  the  Treasury  and  shall  be  employees  of  the  Department  of  the 
Treasury ; 

b.  Center  operations  will  be  financed  by  a  separate  appropriation  to  the  De- 
partment of  the  Treasury  to  be  used  to  pay  costs  of  salaries,  equipment,  and 
other  expenses  in  connection  with 

(1)  Administration. 

(2)  Maintenance  and  operation  of  the  physical  plant   (including  dormi- 
tories and  dining  facilities) . 

(3)  Conducting  common  training  courses. 

(4)  Operation  of  the  laboratories,  library,  and  other  support  services. 

(5)  Research    conducted    in    law    enforcement    curriculum    and    training 
methods. 

c.  Staff  ofiices  in  the  OflSce  of  the  Secretary  will  provide  support  and  assist- 
ance, related  to : 

(1)  Organizational  structure,  management  systems,  and  administrative 
procedures ; 

(2)  Staffing  patterns,  manpower  utilization  and  control,  and  personnel 
administration ; 

(3)  Design,  construction,  and  maintenance  of  facilities;  and 

(4)  Financial    management  .systems  and  budgetary  processes,   including 
planning,  programming,  and  budgeting. 

David  M.  Kennedy, 
Secretary  of  the  Treasury. 
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Advisory  Committees 

Exhibit  62. — Advisory  committees  utilized  by  the  Department  of  the  Treasury 
under  Executive  Order  11007 

During  the  fiscal  year  1970  the  advisory  committees  listed  below  were  con- 
tinued in  use  or  newly  established  after  a  finding  of  public  interest  by  the  Secre- 
tary of  the  Treasury,  in  accordance  with  the  requirements  of  Executive  Order 
11007,  dated  February  26,  1962.  The  information  concerning  the  committees  is 
published  in  the  annual  report  in  compliance  with  section  10  of  the  order. 

OflSce  of  the  Secretary 

DEBT     MANAGEMENT     COMMITTEES 

The  Treasury  Department,  in  connection  with  debt  management  duties,  uses 
in  an  advisory  capacity  the  services  of  a  number  of  committees  representing 
organizations  which  form  a  cross  section  of  the  American  financial  community. 
The  committees  meet  periodically,  at  the  invitation  of  the  Treasury,  to  discuss 
and  advise  upon  current  and  future  Federal  financings.  The  Treasury  finds 
discussions  with  these  advisory  groups  to  be  of  great  value,  primarily  in  assessing 
the  general  market  sentiment  prior  to  a  major  refinancing  of  maturing  obliga- 
tions. Their  recommendations  are  carefully  considered  by  Treasury  oflScials  and 
serve  as  a  part  of  the  background  environment  for  the  final  financing  decisions, 
bese  committees  are  as  follows  : 

American  Bankers  Association,  Government  Borrowing  Committee 
Investment    Bankers    Association    of    America,    Governmental    Securities 

Committee 
National  Association  of  Mutual  Savings  Banks,  Committee  on  Government 

Securities  and  the  Public  Debt 
Life  Insurance  Association  of  America  and  American  Life  Convention,  Joint 

Economic  Policy  Committee 
U.S.   Savings  and  Loan  League,  National  League  of  Insured  Savings  As- 
\         sociations.  Advisory  Committee  on  Government  Securities 
)     Independent  Bankers  Association,  Government  Fiscal  Policy  Committee 
-NE!our  meetings  were  held  with  the  Government  Borrowing  Committee  of  the 
American  Bankers  Association  in  fiscal  year  1970,  on  July  29-30,  September  16- 
17,  January  27-28  and  April  2&-29. 
Membership  of  the  Committee  was  as  follows  : 

Frederick  G.  Larkin,  Jr.  Chairman,   Security  Pacific  National  Bank,  P.O. 

(Chairman)  Box  2097,  Los  Angeles,  Calif. 

William  T.  Heffelfinger  Federal  Administrative  Adviser  and  Senior  Dep- 

( Secretary)  uty  Manager,  A.B.A.,  Washington,  D.C. 

William  G.  Foulke  Chairman  and  Chief  Executive  Officer,  Provident 

National  Bank,  Philadelphia,  Pa. 
James  P.  Hickok  Chairman    of   Board,    First   National    Bank,    St. 

Louis,  Mo. 
John  M.  Meyer,  Jr.  Chairman   and  Chief  Executive  Officer,   Morgan 

Guaranty  Trust  Co.,  New  York,  N.Y. 
William  S.  Renchard  Chairman,  Chemical  Bank,  New  York,  N.Y. 

Emmett  G.  Solomon  Chairman  and  Chief  Executive  Officer  and  Chair- 

man of  Executive  Committee,  Crocker-Citizens 

National  Bank,  San  Francisco,  Calif. 
Mills  H.  Anderson  President,  Bank  of  Carthage,  Carthage,  Mo. 

George  S.  Craft  Chairman  of  Board,  Trust  Co.  of  Georgia,  Atlanta, 

Ga. 
George  S.  Eccles  President,    First   Security   Bank   of   Utah,   N.A., 

Salt  Lake  City,  Utah 
David  Rockefeller  Chairman  and  Chief  Executive  Officer,  The  Chase 

Manhattan  Bank,  N.  A.,  New  York,  N.Y. 
Robert  V.  Roosa  Partner,  Brown  Bros.  Harriman  &  Co.,  New  York, 

N.Y. 
Kenneth  V.  Zwiener  Chairman  of  Board,  Harris  Trust  &  Savings  Bank, 

Chicago,  111. 
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Henry  T.  Bodman 
Thomas  O.  Cooper 
Gaylord  A.  Freeman,  Jr. 
Russ  M.  Johnson 
William  H.  Moore 
Walter  B.  Wriston 
Charles  J.  Gable,  Jr. 
John  J.  Larkin 
Donald  C.  Miller 
Paul  I.  Wren 
Clifford  C.  Sommer 
J.  Howard  Laeri 
Douglas  R.  Smith 


Chairman,  National  Bank  of  Detroit,  Detroit, 
Mich. 

President  and  Trust  OflScer,  South  Des  Moines 
National  Bank,  Des  Moines,  loNva 

Vice  Chairman  of  Board,  The  First  National  Bank, 
Chicago,  111. 

Chairman  of  Executive  Committee,  Deposit  Guar- 
anty National  Bank,  Jackson,  Miss. 

Chairman  of  Board,  Bankers  Trust  Co.,  New  York, 
N.Y. 

President,  First  National  City  Bank,  New  York, 
N.Y. 

Executive  Vice  President,  The  First  Pennsylvania 
Banking  &  Trust  Co.,  Philadelphia,  Pa. 

Senior  Vice  President,  i^lrst  National  City  Bank, 
New  York,  N.Y. 

Senior  Vice  President,  Continental  Illinois  Na- 
tional Bank  &  Trust  Co.,  Chicago,  111. 

Chairman  of  Board  and  Chief  Executive  Officer, 
Old  Colony  Trust  Co.,  Boston,  Mass. 

President,  Security  Bank  &  Trust  Co.,  Owatonna, 
Minn. 

Vice  Chairman,  First  National  City  Bank,  New 
York,  N.Y. 

Chairman  of  Board  and  President,  National  Sav- 
ings &  Trust  Co.,  Washington,  D.C. 


Four  meetings  were  held  with  the  Governmental  Securities  Committee  of  the 
Investment  Bankers  Association  of  America  in  fiscal  year  1970,  on  July  29-30, 
September  16-17,  January  27-28  and  April  28-29. 

Membership  of  the  Committee  was  as  follows : 


C.  Richard  Youngdahl 

(Chairman) 
Daniel  Aheam 
Robert  H.  Bethke 

Robert  B.  Blyth 

Robert  H.  Britton 

Alan  K.  Browne 

Carl  F.  Cooke 

G.  Lamar  Crittenden 

Stewart  A.  Dunn 

Lester  H.  Empey 

Ralph  F.  Leach 
Eugene  S.  Lee 
Preston  T.  Luney 
Edward  D.  McGrevv 
Edward  R.  McMillan 
John  H.  Perkins 
William  W.  Pevear 


President,  Aubrey  G.  Lanston  &  Co.,  Inc.,  New 
York,  N.Y. 

Vice  President,  Wellington  Fund,  Boston,  Mass. 

Chairman,  Executive  Committee  and  Director, 
Discount  Corp.  of  New  York,  New  York,  N.Y. 

Vice  Chairman,  National  City  Bank  of  Cleveland, 
Cleveland,  Ohio 

Executive  Vice  President,  Briggs,  Schaedle  &  Co., 
Inc.,  New  York,  N.Y. 

Senior  Vice  President,  Bank  of  America,  San  Fran- 
cisco, Calif. 

Senior  Vice  President  and  Director,  The  First 
Boston  Corp.,  New  York,  N.Y. 

Senior  Vice  President,  First  National  Bank  of 
Boston,  Boston,  Mass. 

Vice  President  and  Director,  Merrill  Lynch,  Pierce, 
Fenner  &  Smith,  Inc.,  New  York,  N.Y. 

Senior  Vice  President  and  Chairman  of  The  In- 
vestment Committee,  Wells  Fargo  Bank,  San 
Francisco,  Calif. 

Vice  Chairman,  Morgan  Guaranty  Trust  Co.,  New 
York,  N.Y. 

Executive  Vice  President,  Valley  National  Bank, 
Phoenix,  Ariz. 

Vice  President,  Harris  Trust  «&  Savings  Bank, 
Chicago,  111. 

Senior  Vice  President,  The  Northern  Trust  Co., 
Chicago,  111. 

Senior  Vice  President,  National  Bank  of  Commerce, 
Seattle,  Wash. 

Executive  Vice  President,  Continental  Illinois  Na- 
tional Bank  &  Trust  Co.,  Chicago,  111. 

Senior  Vice  President,  Irving  Trust  Co.,  New  York, 
N.Y. 
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Executive  Vice  President,  The  Chase  Manhattan 

Bank,  New  York,  N.Y. 
Senior  Vice  President,  Wachovia  Bank  &  Trust 

Co.,  Winston-Salem,  N.C. 
Partner,  Salomon  Bros.  &  Hutzler,  New  York,  N.Y. 
Senior  Vice  President,  Irving  Trust  Co.,  New  York, 

N.Y. 
Executive  Vice  President,  United  California  Bank, 

Los  Angeles,  Calif. 

One  meeting  was  held  with  the  Committee  on  Government  Securities  and  the 
Public  Debt  of  the  National  Association  of  Mutual  Savings  Banks  in  fiscal  year 
1970,  on  September  12,  1969. 

Membership  of  the  Committee  was  as  follows  : 


Robert  B.  Rivel 

H.  Jack  Runnion,  Jr. 

William  E.  Simon 
Robert  W.  Stone 

Paul  E.  Uhl 


President,   New   Hampshire   Savings  Bank,  Con- 
cord, N.H. 
Senior     Vice     President     and     Treasurer,     The 

Brevoort  Savings  Bank,  Brooklyn,  N.Y. 
President,    Washington    Mutual    Savings    Bank, 

Seattle,  Wash. 
President,  The  Boston  Five  Cents  Savings  Bank, 

Boston,  Mass. 
President,     The     Poughkeepsie     Savings     Bank, 

Poughkeepsie,  N.Y. 
President,  Buffalo  Savings  Bank,  Buffalo,  N.Y. 
Executive    Vice    President,    Dry    Dock    Savings 

Bank,  New  York,  N.Y. 
President,     The     Howard     Savings     Institution, 

Newark,  N.J. 
President  and   Treasurer,   The  Meriden   Savings 

Bank,  Meriden,  Conn. 
President,    The    United    States    Savings    Bank, 

Newark,  N.J. 
President,     Beneficial     Mutual     Savings     Bank, 

Philadelphia,  Pa. 
Executive  Vice  President  and  Treasurer,  Maine 

Savings  Bank,  Portland,  Maine 
President,     Syracuse     Savings    Bank,     Syracuse, 

N.Y. 
President,    North    Avenue    Savings    Bank,    Cam- 
bridge, Mass. 
President,    Woonsocket    Institution   for    Savings, 

Woonsocket,  R.I. 
Chairman  of  the  Board  and  President,  Broadway 

Savings  Bank,  New  York,  N.Y. 
President,  Holyoke  Savings  Bank,  Holyoke,  Mass. 
President,  The  New  Haven  Savings  Bank,  New 

Haven,  Conn. 
President,   Savings  Banks  Trust  Co.,  New  York, 

N.Y. 
Vice  President  and  Chief  Economist,  National  As- 
sociation of  Mutual  Savings  Banks,  New  York, 

N.Y. 

One  meeting  was  held  with  the  Joint  Economic  Policy  Committee  of  the  Life 
Insurance  Association  of  America  and  the  American  Life  Convention  in  fiscal 
year  1970,  on  October  14, 1969. 

Membership  of  the  Committee  was  as  follows  : 


Robert  J.  Hill 
(Chairman) 
Luke  A.  Baione 

Anthony  I.  Eyring 

G.  Churchill  Francis 

Charles  B.  Grubb 

William  H.  Harder 
Robert  Horsfield 

John  W.  Kress 

Sheldon  L.  Ladd 

William  B.  Licklider 

Edward  F.  McGinley,  Jr. 

Barrett  C.  Nichols 

Lester  J.  Norcross 

Donald  P.  Noyes 

Albert  N.  Place 

Norman  C.  Ramsey 

William  H.  Smith,  2d 
Leo  F.  Stanley 

Theodore  W.  Lowen 

Dr.  Saul  B.  Klaman 


John  J.  McGovern,  Jr. 

(Chairman) 
Franklin  Briese 

G.  Daniel  Brooks 


President,  The  Mutual  Benefit  Life  Insurance  Co., 

Newark,  N.J. 
President  and  CLairman,  The  Minnesota  Mutual 

Life  Insurance  Co.,   St.  Paul,  Minn. 
Chairman,  National  Life  and  Accident  Insurance 

Co.,  Nashville.  Tenn. 
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George  T.  Conklin,  Jr. 

L.  O.  Copeland 

R.  Howard  Uobbs,  Jr. 

Francis  E.  Ferguson 

John  T.  Fey 

Donald  S.  MacNaughton 

Henry  R.  Roberts 

Henry  F.  Rood 

Robert  E.  Slater 

J.  Henry  Smith 

W.  Roger  Soles 

Donald  H.  Wilson,  Jr. 


President,  The  Guardian  Life  Insurance  Co.  of 
America,  New  York,  N.Y. 

Pre.^ident,  North  American  Life  Insurance  Co.  of 
Chicago,  Chicago,  111. 

President,  Life  Insurance  Co.  of  Georgia,  Atlanta, 
Ga. 

President,  The  Northwestern  Mutual  Life  Insur- 
ance Co.,  Milwaukee,  Wis., 

President,  National  Life  Insurance  Co.,  Montpelier, 
Vt. 

President,  The  Prudential  Insurance  Company  of 
America,  Newark,  N.J. 

President.  Connecticut  General  Life  Insurance  Co.. 
Hartford,  Conn. 

Chairman,  The  Lincoln  National  Life  Insurance 
Co.,  Fort  Wayne.  Ind. 

President,  John  Hancock  Mutual  Life  Insurance 
Co.,  Boston,  Mass. 

President,  The  Equitable  Life  Assurance  Society 
of  the  United  States,  New  York,  N.Y. 

President,  Jefferson  Standard  Life  Insurance  Co., 
Greensboro,  N.C. 

President,  Monumental  Life  Insurance  Co..  Balti- 
more, Md. 


One  meeting  was  held  with  the  Advisory  Committee  on  Government  Securities 
of  the  Savings  and  Loan  Business  in  fi.scal  year  1970,  on  September  11.  1969. 
Membership  of  the  Committee  was  as  follows  : 


C.  L.  Clements,  Sr. 

(Chairman) 
James  A.  Aliber 

Junius  F.  Baxter 

James  E.  Bent 

Frederick  Bjorklund 

Lacy  Boggess 

Henry  J^.  Bubb 

Carl  Distelhorst 
Fred  F.  Enema  rk 

E.  Stanley  Enlund 

Jonathan  M.  Fletcher 

Richard  G.  Gilbert 

L.  W.  Grant,  Sr. 

George  E.  Leonard 

Frank  Lietgeb 

Donald  P.  Lindsay 
Roy  M.  Marr 
John  W.  Stadtler 


Chase  Federal  Savings  &  Loan  Association,  Miami 
Beach,  Fla. 

President,  First  Federal  Savings  &  Loan  Associa- 
tion, Detroit,  Mich. 

President,  Western  Federal  Savings  &  Loan  As- 
sociation, Denver,  Colo. 

Chairman  of  Board.  Hartford  Federal  Savings  & 
Loan  Association,  Hartford,  Conn. 

President,  Minnesota  Federal  Savings  &  Loan  As- 
sociation, St.  Paul,  Minn. 
President,  Mutual   Savings  &  Loan  Association, 
Fort  Worth.  Tex. 

Chairman  of  Board,  Capitol  Federal  Savings  & 
Loan  Association,  Topeka,  Kans. 

Winter  Park,  Fla. 

Executive  Vice  President,  Marin  County  Savings 
&  Loan  Association,  San  Rafael,  Calif. 

President,  First  Federal  Savings  &  Loan  Asso- 
ciation, Chicago,  111. 

President,  First  J'ederal  Savings  &  Loan  Associa- 
tion, Des  Moines,  Iowa. 

President,  Citizens  Savings  Association,  Canton, 
Ohio 

Chairman  of  Board,  Home  Federal  Savings  & 
Loan  A.s.sociation.  Tulsa.  Okla. 

President,  First  Federal  Savings  &  Loan  Associa- 
tion, Phoenix,  Ariz. 

Executive  Vice  President,  Washington  Heights 
Federal  Savings  &  Loan  Association,  New  York, 
N.Y. 

President,  Lincoln  First  Federal  Savings  &  Loan 
Association,  Spokane,  Wash. 

Chairman  of  Board.  Leader  Federal  Savings  & 
Loan  Association,  Memphis,  Tenn. 

President,  National  Permanent  Savings  &  Loan 
Association,  Washington,  D.C. 
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A.  D.  Theobald 
Donald  A.  Thompson 
Gerrit  Vander  Ende 
John  Zellars 
James  A.  Hollensteiner 


President,  First  Federal  Savings  &  Loan  Associa- 
tion, Peoria,  111. 

Senior  Vice  President,  California  Federal  Savings 
&  Loan  Association,  Los  Angeles,  Calif. 

President,  Pacific  First  Federal  Savings  &  Loan 
Association,  Tacoma,  Wash. 

Executive  Vice  President,  Atlanta  Federal  Savings 
&  Loan  Association,  Atlanta,  Ga. 

Secretary,  U.S.  Savings  &  Loan  League,  Chicago- 
Ill. 


Two  meetings  were  held  with  the  Government  Fiscal  Policy  Committee  of  the 
Independent  Bankers  Association  for  fiscal  year  1970,  on  December  15,  1969  and 
June  9,  1970. 

Membership  of  the  Committee  was  as  follows : 


Rod  L.  Parsch 
Donald  M.  Carlson 
H.  L.  Gerhart,  Jr. 
Gene  Moore 

William  F.  Enright,  Jr. 

Milton  J.  Hayes 


J.  C.  Reeves 

Donald  R.  Ostrand 
O.  K.  Johnson 
B.  Meyer  Harris 
Raymond  K.  Smith 

S.  E.  Babington 


President,  IBA,  and  President,  Lapeer  County 
Bank  &  Trust  Co.,  Lapeer,  Mich. 

First  Vice  President,  IBA,  and  President,  Elm- 
hurst  National  Bank,  Elmhurst,  111. 

Second  Vice  President,  IBA,  and  President,  First 
National  Bank,  Newman  Grove,  Nebr. 

Secretary  for  IBA,  and  Secretary  to  the  Govern- 
ment Fiscal  Policy  Committee,  Sauk  Centre, 
Minn. 

Chairman,  Government  Fiscal  Policy  Committee, 
and  Senior  Vice  President,  American  National 
Bank,  St.  Joseph,  Mo. 

Vice  Chairman,  Government  Fiscal  Policy  Com- 
mittee, and  Senior  Vice  President,  American  Na- 
tional Bank  &  Trust  Co.,  Chicago,  111. 

Senior  Vice  President,  National  Bank  of  Commerce 
of  Pine  Bluff,  Ark. 

Vice  President,  First  National  Bank,  Omaha,  Nebr. 

Banker  Consultant,  Milwaukee,  Wis. 

President,  The  Yellowstone  Bank.  Laurel,  Mont. 

President,  First  National  Bank  &  Trust  Co.,  Corn- 
ing, N.Y. 

Director,  Brookhaven  Bank  &  Trust  Co.,  Brook- 
haven,  Miss. 


TBEASUBY  LIAISON   COMMITTEE   OF   THE   BUSINESS   COUNCIL 

The  Secretary  of  the  Treasury  proposed  this  Committee  on  May  8,  1965,  "to 
keep  up  a  two-way  exchange  and  dialog  on  areas  of  material  concern  to  the 
Treasury  and  the  business  community."  The  Committee  consists  of  members  in- 
formally recommended  and  appointed  by  the  Business  Council  and  the  Secretary 
of  the  Treasury.  The  functions  of  the  Committee  are  advisory  and  consultative. 
Formation  of  the  Committee  was  announced  on  July  8,  1965. 

During  fiscal  1970  the  Committee  met  on  October  7,  1969,  and  May  9,  1970. 

Membership  of  the  Committee  in  fiscal  1970  was  as  follows  : 


Thomas  S.  Gates,  Jr. 

(Chairman) 
William  A.  Hewitt 
Frank  R.  Milliken 
Eugene  N.  Beesley 
Howard  L.  Clark 
Fredric  G.  Donner 

Charles  F.  Myers,  Jr. 

Albert  L.  Nickerson 
David  Rockefeller 


Chairman,  Morgan  Guaranty  Trust  Co.,  New  York, 

N.Y. 
Chairman,  Deere  &  Co.,  Moline,  111. 
President,  Kennecott  Copper  Co.,  New  York,  N.Y. 
President,  Eli  Lilly  &  Co.,  Indianapolis,  Ind. 
Chairman,  American  Express  Co.,  New  York,  N.Y. 
Former   Chairman,    General   Motors   Corp.,    New 

York,  N.Y. 
Chairman,  Burlington  Industries,  Inc.,  Greensboro, 

N.C. 
Former  Chairman,  Mobile  Oil  Co.,  New  York.  N.Y. 
Chairman    and    Chief    Executive    OflScer,    Chase 

Manhattan  Bank,  New  York,  N.Y. 
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ADVISOEY  GROUP  TO  THE  COMMISSIONER  OF  INTERNAL  REVENUE 

This  group  was  established  by  the  Commissdoner  of  Internal  Revenue  on 
June  17,  1959. 

This  Committee,  which  represents  professional  and  other  private  groups  con- 
cerned with  Federal  taxation,  provides  constructive  criticism  of  Internal  Revenue 
policies  and  procedures  and  suggests  ways  in  which  the  Service  can  improve  its 
operations. 

The  advisory  group  met  on  October  16-17,  1969,  and  January  29-30  and 
June  4^5,  1970. 

The  membership  in  fiscal  1970  follows : 


Donald  C.  Alexander 
William  T.  Barnes 
Norton  M.  Bedford 

J.  Keith  Butters 

Sheldon  S.  Cohen 

F.  Cleveland  Hendrick,  Jr. 

William  M.  Home,  Jr. 

Harry  K.  Mansfield 
Bishop  Francis  John 

Mugavero 
Fred  C.  Scribner.  Jr., 

Chairman 
Rabbi  Ralph  Simon 
Richard  J.  Whalen 
Rene  A.  Wormser 


Dinsmore,  Shohl,  Barrett,  Coates  &  Deupres,  Cin- 
cinnati, Ohio  45202 

Lybrand,  Ross  Bros.  «&  Montgomery,  Washington, 
D.C.  20036 

Professor,  University  of  Illinois  at  Urbana-Cham- 
paign.  College  of  Commerce  and  Business  Ad- 
ministration, Urbana,  111.  61801 

Professor,  Harvard  University,  Graduate  School  of 
Business  Administration,  Boston,  Mass.  02163 

Cohen  &  Uretz,  Washington,  D.C.  20036 

Hendrick  &  Lane,  Washington.  D.C.  20036 

Reed,  Smith,  Shaw  &  McClay,  Washington.  D.C. 
20005 

Ropes  &  Gray,  Boston,  Mass.  02110 

Brooklyn,  N.Y.  11238 

Atwood,  Scribner,  Allen  &  McKusick,  Commerce 

Building,  Portland,  Maine  04110 
Congregation  Rodfei  Zedek,  Chicago,  111.  60615 
Washington,  D.C.  20016 
Wormser.  Koch,  Kiely  &  Alessandroni.  New  York. 

X.Y.  10022 


Commissioner  of  Internal  Revenue 


ADVISORY    COMMITTEE   ON    EXEMPT   ORGANIZATIONS 

In  November  1969  the  Commissioner  announced  the  appointment  of  15  dis- 
tinguished Americans  to  the  newly  created  Advi.«;ory  Committee  on  Exempt  Or- 
ganizations. These  widely  experienced  people  have  agreed  to  serve  as  Internal 
Revenue  Service  consultants  in  the  nature  of  a  sounding  board  to  review  prob- 
lems in  charting  the  outer  limitations  of  the  tax  law  regarding  religion.'*,  educa- 
tional, charitable,  and  other  organizations  which  constitute  the  majority  of  tax 
exempt  organizations. 

The  committee  met  on  January  15-16  and  May  18-19, 1970. 

Membership  in  fi.scal  1970  follows : 

Dr.  Carlton  P.  Alexis  Associate    Professor   of   Medicine,    Howard    Uni- 

versity, Washington,  D.C.  20001 

Arthur  Young  &  Co.,  Los  Angeles,  Calif.  90017 

Dean,  School  of  Law.  Southern  Methodist  Uni- 
versity, Dallas,  Tex.  75222 

Chairman  of  the  Board,  H.  J.  Heinz  Co.,  Pitts- 
burgh, Pa.  1.5212 

Boston  University,  Afro-American  Studies  Center, 
Brookline,  Mass.  02146 

Executive  Vice  President,  University  of  Washing- 
ton, Seattle.  Wash.  1)8105 

Chairman  of  the  Board,  Mutual  Life  Insurance  Co. 
of  New  York.  New  York,  N.Y.  10019 

Attorney  General.  State  of  New  York,  New  York, 
N.Y.  10013 

Director  of  Taxes,  American  Telephone  &  Tele- 
graph Co.,  New  York.  N.Y.  10007 


Donald  T.  Burns 
Charles  O.  Galvin 

II.  J.  Heinz.  II 

Adelaide  Cromwell  Hill 

John  R.  Hogness 

James  Roger  Hull 

Hon.  Louis  J.  Lefkowitz 

Walter  L.  Kidd 
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Jeff  Blair  Mcllroy 

A.  Waldo  Sowell,  Jr. 
Maurice  E.  Starlc 
Arthur  B.  Willis 


Public  Accountant,   P.O.   Box  4345,  Little  Rock, 

Ark.  72204 
CPA,  Alexander  Grant  &  Co.,  Atlanta,  Ga.  30303 
Stark  &  Crumley,  Fort  Dodge,  Iowa  50501 
Willis,  Butler,  &  Scheifly,  Los  Angeles,  Calif.  90017 


ART  ADVISORY  PANEL  TO  THE  COMMISSIONER  OF  INTERNAL  REVENUE 

This  panel  vk^as  established  by  the  Commissipner  of  Internal  Revenue  on  Febru- 
ary 1, 1968. 

The  Art  Advisory  Group  consists  of  members  representing  the  three  major 
.segments  of  the  art  world — -museums,  universities,  and  dealers.  The  Group  pro- 
vided advice  on  the  valuation  of  works  of  art  for  Federal  tax  purposes  at  meet- 
ings held  on  September  10-11,  1969,  and  March  16-17,  1970.  Three  new  members 
were  appointed  during  1970  as  part  of  the  rotational  concept  of  panel  member- 
ship. The  newest  members  are  marked  by  asterisk  in  the  following  list  of  panel 
membership. 


Dr.  Richard  F.  Brown 
Mr.  Anthony  M.  Clark 

Mr.  Charles  C.  Cunningham 
Mr.  Louis  Goldenberg 
Dr.  George  H.  Hamilton* 
Dr.  Sherman  E.  Lee 

Mr.  William  S.  Lieberman* 

Prof.  Charles  F.  Montgomery 
Mr.  Alexander  P.  Rosenberg* 
Mr.  Eugene  V.  Thaw 


Director,  Kimbell  Foundation,  Fort  Worth,  Tex. 

Director,  Minneapolis  Institute  of  Arts,  Minneapo- 
lis, Minn. 

Director,  Art  Institute  of  Chicago,   Chicago,  111. 

Art  Dealer,  Wildenstein  &  Co.,  New  York,  N.Y. 

Williams  College,  Williamstown,  Mass. 

Director,  Cleveland  Museum  of  Art,  Cleveland, 
Ohio 

Director  (Prints),  Museum  of  Modern  Art,  New 
York,  N.Y. 

University  of  Delaware,  Newark,  Del. 

Art  Dealer,  Paul  Rosenberg  &  Co.,  New  York,  N.Y. 

Art  Dealer,  E.  V.  Thaw  Co.,  New  York,  N.Y. 


FIREARMS  EVALUATION  PANEL  TO  THE  COMMISSIONER  OF  INTERNAL  RE:VENUE 

The  Firearms  Evaluation  Group  was  established  on  November  15,  1968.  In- 
formal meetings  were  held  throughout  the  year,  at  which  advice  was  given  con- 
cerning the  development  of  standards  to  control  the  imjwrtation  of  firearms 
and  ammunition. 

The  membership  of  the  Group  during  fiscal  1970  was  as  follows  ; 


Mr.  Donald  Flohr 

Mr.  Harold  Johnson 

Mr.  Daniel  D.  Musgrave 

Mr.  John  Richards 
Mr.  Jepta  Rogers 

Lt.  Col.  Joseph  S.  Smith 
(Ret.) 

Comptroller  of  the  Currency 


Firearms  Technician,  H.  P.  White  Laboratories, 
Bel  Air,  Md. 

U.S.  Army,  Foreign  Science  and  Technology  Cen- 
ter, Washington,  D.C. 

Representative,  Mauser  Works  of  West  Gtermany, 
Cabin  John,  Md. 

Owner,  Potomac  Arms  Co.,  Alexandria,  Va. 

Administrative  Assistant,  International  Associa- 
tion of  Chiefs  of  Police,  Washington,  D.C. 

Deputy  Director,  Civilian  Marksmanship  Program, 
Department  of  Defense,  Washington,  D.C. 


ADVISORY  COMMITTEE  FOB  INTERNATIONAL  BANKING  AND  FINANCE 

This  Committee  was  formed  on  October  2,  1964,  by  the  Comptroller  of  the 
Currency  to  provide  the  Comptroller  with  technical  advice  and  suggestions 
which  are  essential  to  effective  supervision  of  the  international  financial  activi- 
ties of  national  banks. 

The  members  of  this  Committee  in  fiscal  year  1970  were  as  follows : 

Frederick    Heldring    (Chair-  Senior  Vice  President,  The  Philadelphia  National 

man)  Bank,  Philadelphia,  Pa. 

Alfred  F.  Miossi  ( Vice  Chair-  Senior  Vice   President,   Continental   Illinois  Na- 

man)  tional  Bank  &  Trust  Co.  of  Chicago,  Chicago,  111. 

A.  Robert  Abboud  Senior  Vice  President,  The  First  National  Bank  of 

Chicago,  Chicago,  111. 
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Luis  F.  Corea 
G.  A.  Costanzo 
Clarence  L.  Hulford 
Matthew  P.  Murphy 
J.  Warren  Olmsted 
Herbert  P.  Patterson 
William  Walter  Phelps,  Jr. 
Roland  Pierotti 


Senior  Vice  President,  The  Riggs  National  Bank 

of  Washington,  Washington,  D.C. 
Executive    Vice    President,    First    National    City 

Bank,  New  York,  N.Y. 
Senior  Vice  President,  The  National  Bank  of  Com- 
merce of  Seattle,  Seattle,  Wash. 
Senior  Vice  President,  Republic  National  Bank  of 

Dallas,  Dallas,  Tex. 
Executive  Vice  President,  The  First  National  Bank 

of  Boston,  Boston,  Mass. 
President,  The  Chase  Manhattan  Bank,  N.A.,  New 

York,  N.Y. 
Senior   Vice   President,  Mellon  National  Bank  & 

Trust  Company  of  Pittsburgh,  Pittsburgh,  Pa. 
Executive  Vice  President,  Bank  of  America  N.T. 

&  S.A.,  San  Francisco,  Calif. 


CONSULTING  COMMITTED;  OF  BANK  ECONOMISTS 

On  November  23,  1965,  the  Comptroller  announced  the  appointment  of  a  con- 
sulting committee  of  bank  economists  which  included  seven  national  bank 
economists. 

This  Committee's  function  was  to  advise  the  Comptroller  and  his  staff  and 
work  with  the  National  Advisory  Committee.  The  Committee's  primary  respon- 
siblity  was  to  bring  specialized  exi>erience  and  technical  knowledge  to  bear  on 
current  problems  of  banking  policy  and  practice. 

The  members  of  this  Committee,  which  met  in  fiscal  year  1970  on  September  8, 
1969,  and  April  29, 1970,  were  as  follows  : 


John  J.  Balles  (Chairman) 
William  F.  Butler 
James  M.  Dawson 
Walter  Hoadley 
Herbert  E.  Johnson 
William  J.  Korsvik 
Leif  H.  Olsen 
Eugene  C.  Zorn,  Jr. 


Senior   Vice  President,  Mellon  National  Bank  & 

Trust  Co.,  Pittsburgh,  Pa. 
Vice  President,  The  Chase  Manhattan  Bank,  N.A., 

New  York,  N.Y. 
Vice  President  &  Economist,  National  City  Bank  of 

Cleveland,  Cleveland,  Ohio 
Executive  Vice  President  &  Chief  Economist,  Bank 

of  America,  N.T.  &  S.A.,  San  Francisco,  Calif. 
Vice  President,  Continental  Illinois  National  Bank 

&  Trust  Co.  of  Chicago,  Chicago,  111. 
Vice  President,  First  National  Bank  of  Chicago, 

Chicago,  111. 
Senior  Vice  President  and  Economist,  First  Na- 
tional City  Bank,  New  York,  N.Y. 
Senior  Vice  President  and  Economist,  Republic 

National  Bank  of  Dallas,  Dallas,  Tex. 


INVESTMENT  SECURITIES  ADVISORY  COMMITTEE 

In  1962,  the  Comptroller  of  the  Currency  established  the  Investment  Securities 
Advisory  Committee.  The  purpose  of  the  Committee  was  to  advise  the  agency 
on  matters  pertaining  to  the  regulations  concerning  investment  securities. 

Members  of  the  Committee,  who  met  in  fiscal  year  1970  on  January  28,  1970, 
were  as  follows : 


John  H.  Perkins 

(Chairman) 
Alan  K.  Browne 

Albert  W.  Gray 

Lewis  F.  Lyne 

Early  F.  Mitchell 

Arthur  II.  Quinn,  Jr. 


Executive  Vice  President,  Continental  Illinois  Na- 
tional Bank  &  Trust  Co.  of  Chicago,  Chicago,  111. 

Senior  Vice  President,  Bank  of  America,  N.T.  & 
S.A.,  San  Francisco,  Calif. 

Vice  President,  Northwest  Bancorporation,  Min- 
neapolis, Minn. 

Executive  Vice  President,  Mercantile  National 
Bank  at  Dallas,  Dallas,  Tex. 

Executive  Vice  President,  First  National  Bank  of 
Memphis,  Memphis,  Tenn. 

Vice  Pre.sident,  The  PtiiladelpMa  National  Bank, 
Philadelphia,  Pa. 
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Thomas  L.  Ray 
Robert  B.  Rivel 
Wesley  G.  Schelke 
Franklin  Stockbridge 
James  G.  Wilson 
Richard  F.  Kezer 


Senior  Vice  President,  Mercantile  Trust  Co.,  N.A., 
St.  Louis,  Mo. 

Senior  Vice  President,  The  Chase  Manhattan  Bank, 
N.A.,  New  York,  N.Y. 

Vice  President,  Seaittle-First  National  Bank, 
Seattle,  Wash. 

Executive  Vice  President,  Security  Pacific  Na- 
tional Bank,  Los  Angeles,  Calif. 

Vice  President,  The  National  Shawmut  Bank  of 
Boston,  Boston,  Mass. 

Vice  President,  First  National  City  Bank,  New 
York,  N.Y. 


NATIONAL  ADVISORY  COMMITTEE  ON  BANKING  POLICIES  AND  PBACTICEIS 

On  October  4,  1965,  the  Comptroller  of  the  Currency  appointed  this  Committee, 
composed  of  leading  bankers.  The  Committee  has  participated  in  a  cooperative 
effort  to  bring  the  thinking  of  the  banking  community  to  bear  on  the  many 
matters  of  national  concern  in  which  the  banking  industry  is  vitally  involved. 
No  meetings  of  this  Committee  were  held  in  fiscal  year  1970.  Members  of  the 
Committee  are  as  follows : 


Robert  C.  Baker 
Robert  M.  Surdam 
Roger  C.  Damon 
G.  Morris  Dorrance,  Jr. 

George  S.  Eccles 

J.  A.  Elkins,  Jr. 

John  S.  Fangboner 

Sam  M.  Fleming 

Robert  D.  H.  Harvey 

William  M.  Jenkins 

Mills  B.  Lane,  Jr. 

Frederick  G.  Larkin,  Jr. 

John  A.  Mayer 

J.  E.  Patrick 

W.  Harry  Sehwarzschild,  Jr. 

Robert  H.  Stewart,  III 

R.  A.  Peterson 


Chairman,  American  Security  &  Trust  Co.,  Wash- 
ington, D.C. 
President,    National    Bank    of    Detroit,    Detroit, 

Mich. 
Chairman  of  the  Board,  The  First  National  Bank 

of  Boston,  Boston,  Mass. 
Chairman    of   the    Board,    President,    and   Chief 

Executive   OflScer,    The   Philadelphia    National 

Bank,  Philadelphia,  Pa. 
President,  First  Security  Bank  of  Utah,  Salt  Lake 

City,  Utah 
Chairman  of  the  Board,  First  City  National  Bank 

of  Houston,  Houston,  Tex. 
Chairman  of  the  Board,  The  National  City  Bank 

of  Cleveland,  Cleveland,  Ohio 
Chairman  of  the  Board,  Third  National  Bank  in 

Nashville,  Nashville,  Tenn. 
Chairman    of    the    Board    and    Chief    Executive 

Oflicer,  Maryland  National  Bank,  Baltimore,  Md. 
Chairman  of  the  Board,   Seattle  First  National 

Bank,  Seattle,  Wash. 
President,  The  Citizens  &  Southern  National  Bank, 

Atlanta,  Ga. 
Chairman  of  the  Board,  Security  Pacific  National 

Bank,  Los  Angeles,  Calif. 
Chairman  of  the  Board,  Mellon  National  Bank  & 

Trust  Co.,  Pittsburgh,  Pa. 
Vice  Chairman  of  the  Board,  Valley  National  Bank 

of  Arizona,  Phoenix,  Ariz. 
Chairman  of  the  Board  and  President,  The  Central 

National  Bank,  Richmond,  Va. 
Chairman  of  the  Board,  First  National  Bank  in 

Dallas,  Dallas,  Tex. 
Director,  Bank  of  America,  San  Francis<?o,  Calif. 


REGIONAL  ADVISORY  COMMITTEES  ON  BANKING  POLICIES  AND  PRACTICES 

On  November  11,  1965,  the  Comptroller  of  the  Currency  established  14  Regional 
Advisory  Committees  on  Banking  Policies  and  Practices  to  assist  the  agency  in  a 
continuing  review  aimed  at  keeping  bank  regulation  abreast  of  the  Nation's  needs. 

The  Committees'  membership  and  the  dates  of  the  regional  meetings  during 
fiscal  1970  follow : 
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Region  1  meeting  dates  October  6,  1969,  and  April  9, 1970. 


Edward  M.  Stone 

(Chairman) 
William  R.  Kennedy 

Francis  H.  Dewey,  III 

Russell  B.  Neff 

Frank  G.  Chadwick,  Jr. 

Richard  P.  Chapman 

Clarence  G.  Gifford,  Jr. 

Francis  N.  Southworth 
Frank  W.  Black 

Harlan  H.  Griswold 

Richard  D.  Hill 

Wendell  L.  Phillips 

Mark  C.  Wheeler 


President,    Merchants    National    Bank,    Bangor, 

Maine 
President,     Merrimack     Valley    National    Bank, 

Haverhill,  Mass. 
President,  The  Mechanics  National  Bank,  Worces- 
ter, Mass. 
President,    Third    National    Bank    of    Hampden 

County,  Springfield,  Mass. 
President,  The  First  New  Haven  National  Bank, 

New  Haven,  Conn. 
Chairman  of  the  Board,  New  England  Merchants 

National  Bank,  Boston,  Mass. 
President,  Rhode  Island  Hospital  Trust  National 

Bank,  Providence,  R.I. 
President,  Concord  National  Bank,  Concord,  N.H. 
Executive  Vice  President,  The  Peoples  National 

Bank  of  Barre,  Barre,  Vt. 
Chairman  of  the  Board,  The  Waterbury  National 

Bank,  Waterbury,  Conn. 
President,   The   First   National   Bank  of  Boston, 

Boston,  Mass. 
President,  Northern  National  Bank,  Presque  Isle, 

Maine 
President,  New  England  Merchants  National  Bank, 

Boston,  Mass. 


Region  2  meeting  dates  November  10, 1969,  and  May  16, 1970. 


Robert  B.  Hole  (Chairman) 

William  H.  Bell,  Jr. 

Harold  V.  Gleason 
H.  Russell  Johnson 


William  J.  Kinnamon 
Richard  G.  Macgill 
Edward  C.  Bower 
James  D.  Elleman 
Edward  J.  Gunnigle 
Arthur  S.  Hamlin 
Charles  E.  Langner 

Donald  E.  Stone 
Region  3  meeting  date,  June  12, 1970. 


President,  The  National  Bank  of  Auburn,  Auburn, 

N.Y. 
President,  First  Camden  National  Bank  &  Trust 

Co.,  Camden,  N.J. 
President,  Franklin  National  Bank,  Mineola,  N.Y. 
President,  The  Oneida  National  Bank  &  Trust  Co. 

of  Central  New  York,  Utica,  N.Y. 
President,  The  Hunterdon  County  National  Bank 

of  Flemington,  Flemington,  N.J. 
President,  First  Trenton  National  Bank,  Trenton, 

N.J. 
President,    Virgin    Islands    National    Bank,    St. 

Thomas,  V.I. 
President,  Trust  Co.  National  Bank,  Morristown, 

N.J. 
President,  Marine  Midland  Tinker  National  Bank, 

East  Setauket,  N.Y. 
President,    The    Canandaigua    National    Bank   & 

Trust  Co.,  Canandaigua,  N.Y. 
President,    First    National    Bank    of    Belvidere, 

Belvidere,  N.J. 
President,  Farmers  National  Bank,  Malone,  N.Y. 


John  C.  Tuten  (Chairman) 
Thomas  H.  Kiley 
Harold  F.  Still,  Jr. 
Charles  J.  Heimberger 
•M.  A.  Cancelliere 
Harold  J.  Frey 


President,  National  Bank  &  Trust  Co.  of  Central 
Pennsylvania,  York,  Pa. 

President,  The  First  National  Bank  of  Wilkes- 
Barre,  Wilkes-Barre,  Pa. 

President,  The  Central  Penn  National  Bank,  Bala 
Cynwyd,  Pa. 

President,  The  First  National  Bank  of  Pennsyl- 
vania, Meadville,  Pa. 

President,  Western  Pennsylvania  National  Bank, 
Pittsburgh,  Pa. 

President,  The  Fulton  National  Bank  of  Lancaster, 
Lancaster,  Pa. 
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Eugene  F.  Lee 

H.  R.  Sloan 
John  Deemer 

William  F.  Jones 

Frank  S.  Smith 

J.  Bruce  Maclay 


President,  People's  National  Bank,  State  College, 
Pa. 

President,  Bradford  National  Bank,  Bradford,  Pa. 

President,  Williamsport  National  Bank,  Williams- 
port,  Pa. 

President,  Easton  National  Bank  &  Trust  Co., 
Easton,  Pa. 

Chairman,  The  First  National  Bank  of  Altoona, 
Altoona,  Pa. 

President,  The  Gettysburg  National  Bank,  Gettys- 
burg, Pa. 


Region  4  meeting  dates,  September  12, 1969,  and  May  1, 1970. 


Seward  D.  Schooler 

(Chairman) 
Paul  E.  Shaffer 

Robert  F.  Garrettson 

Walter  F.  Lineberger,  Jr. 

Frank  A.  McCracken 

Fred  B.  Oney 

L.  J.  Arnold 

R.  A.  Brownsword 

Maxwell  J.  Gruber 
Robert  B.  Johnson 

Maurice  R.  Kirkwood 

Jo.  T.  Orendorf 


President,  Coshocton  National  Bank,  Coshocton, 

Ohio 
President,    Fort    Wayne    National    Bank,    Fort 

Wayne,  Ind. 
President,  The  First-Merchants  National  Bank  of 

Michigan  City,  Michigan  City,  Ind. 
Chairman   and   Chief   Executive   OfBcer,    Society 

National  Bank  of  Cleveland,  Cleveland,  Ohio 
President,  The  Newport  National  Bank,  Newport, 

Ky. 
President,  The  First  National  Bank,  Carrollton, 

Ky. 
President,  The  First  National  Bank  of  Danville, 

Danville,  Ind. 
President,    Akron    National    Bank    &    Trust    Co., 

Akron,  Ohio 
Chairman,  Euclid  National  Bank,  Euclid,  Ohio 
President,  Pikesville  National  Bank  &  Trust  Co., 

Pikesville.  Ky. 
Vice  President,  American  Fletcher  National  Bank 

&  Trust  Co.,  Indianapolis,  Ind. 
Chairman  and  President,  The  Citizens  National 

Bank  of  Bowling  Green,  Bowling  Green,  Ky. 


Region  5  meeting  dates,  December  5, 1969,  and  May  14, 1970 

Hovey  S.  Dabney 

(Chairman) 
George  Blanton,  Jr. 


J.  Owen  Cole 
Robert  L.  Gordon,  Jr. 
John  P.  Sippel 
Coleman  E.  Trainor,  Jr. 
John  M.  Christie 
Francis  Bell,  Jr. 
Roy  C.  Herrenkohl 
Thomas  I.  Storrs 
Dale  H.  Smith 
Martin  Piribek 


President,  National  Bank  &  Trust  Co.,  Charlottes- 
ville, Va. 

President,  The  First  National  Bank  of  Shelby, 
Shelby,  N.C. 

President,  The  First  National  Bank  of  Maryland, 
Baltimore,  Md. 

President,  First  &  Merchants  National  Bank, 
Richmond,  Va. 

President,  The  Citizens  National  Bank,  Laurel, 
Md. 

President,  The  First  Huntington  National  Bank, 
Huntington,  W.  Va. 

President,  The  Riggs  National  Bank  of  Washing- 
ton, D.C.,  Washington,  D.C. 

President,  Rockingham  National  Bank,  Harrison- 
burg, Va. 

President,  The  Colonial-American  National  Bank 
of  Roanoke,  Roanoke,  Va. 

President,  North  Carolina  National  Bank,  Char- 
lotte, N.C. 

Chairman  of  the  Board  and  President,  Fairfax 
County  National  Bank,  Seven  Comers,  Va. 

Executive  Vice  President,  The  First  National  Bank 
of  Morgantown,  Morgantown,  W.  Va. 
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Region  6  meeting  dates,  October  31, 1969,  and  April  3, 1970. 


William  K.  deVeer 

(Chairman) 
A.  L.  Ellis 

Gordon  Jones 
Bert  Lance 

R.  A.  Liggett 

Mitchell  Patton 

Ray  Dahl 

John  H.  Lumpkin 

John  H.  Manry,  Jr. 

Billy  E.  Nails 
Donald  T.  Schutt 
T.  E.  Tucker 


President,  First  National  Bank  in  Palm  Beach, 

Palm  Beach,  Fla. 
Chairman,  First  National  Bank  in  Tarpon  Springs, 

Tarpon  Springs,  Fla. 
President,  Fulton  National  Bank,  Atlanta,  Ga. 
President,  The  Calhoun  National  Bank,  Calhoun, 

Ga. 
Chairman,  The  First  National  Bank  of  Tampa, 

Tampa,  Fla. 
President,  The  Peoples  National  Bank,  Greenville, 

S.C. 
President,  First  National  Bank  of  Cape  Canaveral, 

Cape  Canaveral,  Fla. 
President  and  Chief  Executive  OflScer,  The  South 

Carolina  National  Bank,  Columbia,  S.C. 
President,  Florida  National  Bank  &  Trust  Co.  at 

Miami,  Miami,  Fla. 
President,  Farmers  National  Bank,  Monticello,  Ga. 
President,  First  National  Bank,  Valdosta,  Ga. 
Chairman,  National  Bank  of  Melbourne  &  Trust 

Co.,  Melbourne,  Fla. 


Region  7  meeting  dates,  November  19, 1969,  and  April  23, 1970. 


Lyndon  D.  Comstock 

(Chairman) 
John  H.  French,  Jr. 

Fred  H.  Hahne 

R.  G.  Livasy 

Robert  I.  Logan 

Jay  J.  DeLay 

Edward  W.  Bowen 

Richard  L.  Curtis 

M.  Ryrie  Milnor 

William  R.  Wandrey 

Melvin  C.  Lockard 
Robert  L.  Holt 


President,  Hackley  Union  National  Bank  &  Trust 
Co.,  Muskegan,  Mich. 

President,  City  National  Bank  of  Detroit,  Detroit, 
Mich. 

President,  The  First  National  Bank  of  Manistique, 
Manistique,  Mich. 

President,  The  Millikin  National  Bank  of  Decatur, 
Decatur,  111. 

President,  Central  National  Bank  in  Chicago, 
Chicago,  111. 

President,  Huron  Valley  National  Bank,  Ann  Ar- 
bor, Mich. 

President,  Peoples  National  Bank  &  Trust  Com- 
pany of  Bay  City,  Bay  City,  Mich. 

President,  Michigan  Avenue  National  Bank  of 
Chicago,  Chicago,  111. 

President,  First  National  Bank  &  Trust  Co.  in 
Alton,  Alton,  111. 

Chairman  and  President,  Moline  National  Bank, 
Moline,  111. 

President,  First  National  Bank,  Mattoon,  111. 

President,  The  Elgin  National  Bank,  Elgin,  111. 


Region  8  meeting  dates,  November  17, 1969,  and  June  15, 1970. 


Harry  M.  Naeey,  Jr. 

(.Chairman) 
Cecil  K.  Colon 

John  W.  Gay 
W.  D.  Malone,  Jr. 
Thomas  W.  Stone 

Ellis  E.  Shelton 
Andrew  Benedict 

Lewis  K.  McKee 

Walter  B.  Jacobs,  Jr. 

W.  A.  Marbury,  Jr. 


President,  Hamilton  National  Bank,  Knoxville, 
Tenn. 

President,  Calcasieu-Marine  National  Bank,  Lake 
Charles,  La. 

President,  First  National  Bank,  Scottsboro,  Ala. 

President,  First  National  Bank,  Dothan,  Ala. 

President,  Arkansas  First  National  Bank  of  Hot 
Springs,  Hot  Springs,  Ark. 

President,  First  National  Bank,  Fayette\ille,  Ark. 

Chairman,  First  American  National  Bank,  Nash- 
ville, Tenn. 

Chairman,  National  Bank  of  Commerce,  Memphis, 
Tenn. 

Chairman,  The  First  National  Bank  of  Shreveport, 
Shreveport,  La. 

President,  Homer  National  Bank,  Homer,  La. 
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Wade  C.  Barton 
Wade  W.  Hollowell 


President,  First  Citizens  National  Bank,  Tupelo, 

Miss. 
President,   The  First  National  Bank,  Greenville, 

Miss. 


Region  9  meeting  date,  March  6, 1970. 


R.  H.  Walrath  (Chairman) 

Thomas  E.  Olson 

(Vice  Chairman) 
Marvin  R.  Campbell 

John  E.  Davis 

D.  H.  Gregerson 

George  F.  Kasten 

W.  A.  Kummrow 

Scott  Lovald 

Philip  H.  Nason 

Harold  C.  Refling 

C.  F.  Wilke 


President,    First   National   Bank   of   Watertown, 

Watertown,  S.  Dak. 
President,  The  First  National  Bank  of  Starbuck, 

Starbuck,  Minn. 
President,    First    National    Bank    of    Crookston, 

Crookston,  Minn. 
President,    First    National    Bank    of    McClusky, 

McClusky,  N.  Dak. 
President,  First  National  Bank  of  Anoka,  Anoka, 

Minn. 
Chairman  of  the  Board,  First  Wisconsin  National 

Bank  of  Milwaukee,  Milwaukee,  Wis. 
President,    First    National    Bank    of    Waukesha, 

Waukesha,  Wis. 
President,  First  National  Bank  of  Philip,  Philip, 

S.  Dak. 
President,  The  First  National  Bank  of  Saint  Paul, 

Saint  Paul,  Minn. 
President,    First    National    Bank    in    Bottineau, 

Bottineau,  N.  Dak. 
President,    Shawano    National    Bank,    Shawano, 

Wis. 


Region  10  meeting  dates,  October  15, 1969,  and  May  13, 1970. 


Donald  E.  Lasater 

(Chairman) 
James  E.  Coquillette 

Dale  Ball 

Charles  Clevenger 

Donald  E.  Lasater 

Glenn  Yaussi 

Edward  Cosgriff 
Thomas  R.  Smith 
A.  J.  Collins 
A.  Dwight  Button 
Ray  Evans 
Milton  Tootle,  Jr. 
H.  D.  Kosman 


President,  Mercantile  Trust  Co.,  N.A.,  St.  Louis, 

Mo. 
President,  The  Merchants  National  Bank  of  Cedar 

Rapids,  Cedar  Rapids,  Iowa 
President,  First  National  Bank  of  Council  Bluffs, 

Council  Bluffs,  Iowa 
President,  The  First  National  Bank  of  Topeka, 

Topeka,  Kans. 
President,  Mercantile  Trust  Co.,  N.A.,  St.  Louis, 

Mo. 
Chairman  of  the  Board,  National  Bank  of  Com- 
merce  Trust  &   Savings  Association,   Lincoln, 

Nebr. 
President,  City  National  Bank  of  Hastings,  Hast- 
ings, Nebr. 
President,   The   First   National   Bank  of  Perry, 

Perry,  Iowa 
President,  Hutchinson  National  Bank  &  Trust  Co., 

Hutchinson,  Kans. 
Chairman,  The  Fourth  National  Bank  &  Trust  Co., 

Wichita,  Kans. 
President,  Traders  National  Bank  of  Kansas  City, 

Kansas  City,  Mo. 
President,  The  American  National  Bank  of  St 

Joseph,  St.  Joseph,  Mo. 
President,  The  Scottsbluff  National  Bank,  Scotts- 

bluff,  Nebr. 

Region  11  meeting  dates,  October  9, 1969,  and  May  19, 1970. 

George  A.  Nicoud,  Jr.  Executive  Vice  President,  First  National  Bank  lu 

(Chairman)  Dallas,  Dallas,  Tex. 

Clark  Bass  President,    First    National    Bank    of    McAlester, 

McAlester,  Okla. 
John  Cleary  President,  Republic  National  Bank  of  Tulsa,  Tulsa, 

Okla. 
397-702  O — 71 33 
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Eugene  M.  Phillips 

W.  L.  Stephenson,  Jr. 

Sam  D.  Young,  Jr. 
Jasper  Allbright 

Dan  Lacy 

Charles  E.  Maedgen,  Jr. 

Max  A.  Mandel 

Jack  Pilon 

Robert  Stewart,  Jr. 


President,  The  First  National  Bank,  Panhandle, 

Tex. 
President,  Central  National  Bank  &  Trust  Co.  of 

Enid,  Enid,  Okla. 
President,  El  Paso  National  Bank,  El  Paso,  Tex. 
President,   Longrv^iew   National   Bank,   Longview, 

Tex. 
President,   Central  National   Bank  of  Oklahoma 

City,  Oklahoma  City,  Okla. 
President,  The  Lubbock  National  Bank,  Lubbock, 

Tex. 
Chairman   of  Executive  Committee,  The  Laredo 

National  Bank,  Laredo,  Tex. 
President,   First   National   Bank   in   Brownwood, 

Brownwood,  Tex. 
President,  Bank  of  the  Southwest,  N.A.,  Houston, 

Tex. 


Region  12  meeting  dates,  November  20, 1969,  and  June  25, 1970 
Roger  D.  Knight,  Jr., 

(Chairman) 
Thomas  S.  Moon 


Reed  H.  Chittim 
John  W.  Hay,  Jr. 
R.  W.  Miracle 
Harold  J.  Steele 
Sherman  H.  Hazeltine 
George  B.  McKinley 
Donald  F.  Delano 
Robert  U.  Hansen 
Edward  H.  Tatum,  Jr. 
A.  Edward  Kendig 

Region  13  meeting  dates, 
Kenneth  McElhaney 

(Chairman) 
William  G.  Moran 

E.  L.  Kunkel 

Ralph  J.  Voss 

V.  L.  Moore 

James  Brennan 

Andrew  Price,  Jr. 

Thomas  C.  Frye 

Adrian  O.  McClellan 

R.  C.  Smith 

T.  A.  Vashus 


Chairman   of  the   Board,   Denver   United   States 

National  Bank,  Denver.  Colo. 
President,     First    National    Bank     of    Colorado 

Springs,  Colorado  Springs,  Colo. 
President,  First  National  Bank  of  Hobbs,  Hobbs, 

N.  Mex. 
Chairman    of    the    Board    and    President,    Rock 

Springs  National  Bank,  Rock  Springs,  Wyo. 
President,  The  Wyoming  National  Bank  of  Casper, 

Casper,  Wyo. 
President,    First   Security   Bank   of   Utah,   N.A., 

Salt  Lake  City,  Utah 
Chairman  of  the  Board,  First  National  Bank  of 

Arizona,  Phoenix,  Ariz. 
President,  First  National  Bank  in  Grand  Junction, 

Grand  Junction,  Colo. 
President,  The  Burns  National  Bank  of  Durango. 

Durango,  Colo. 
President,   The   First   National   Bank   of  Wray, 

Wray,  Colo. 
Chairman  of  the  Board,  The  First  National  Bank 

of  Santa  Fe,  Santa  Fe,  N.  Mex. 
President,    First    National    Bank    in    Wheatland. 

Wheatland,  Wyo. 

September  5, 1969,  and  May  1. 1970. 

President,  The  Bellingham  National  Bank,  Belling- 
ham.  Wash. 

President,  The  First  National  Bank  of  Ketchikan, 
Ketchikan,  Alaska 

President,  The  First  National  Bank  of  Butte. 
Butte,  Mont. 

President,  First  National  Bank  of  Oregon,  Port- 
land, Oreg. 

President,  The  National  Security  Bank  of  New- 
port, Newport,  Oreg. 

President,  First  National  Bank  in  Spokane, 
Spokane,  Wash. 

Chairman,  National  Bank  of  Commerce  of  Seattle, 
Seattle,  Wash. 

President,  The  Idaho  First  National  Bank,  Boise, 
Idaho 

President,  The  First  National  Bank  of  Great  Falls, 
Great  Falls,  Mont. 

President.  The  First  National  Bank  of  Enumclaw, 
Enumclaw.  Wash. 

President.  Fir.<«t  National  Bank  of  Glendive,  Glen- 
dive,  Mont. 
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Eugene  O.  Gillette 

Region  14  meeting  dates, 

Wayland  T.  Davis 

(Chairman) 
Richard  P.  Cooley 

Wallace  H.  McDaniel 

David  H.  Rowen 

Carl  E.  Schroeder 

K.  J.  Luke 

Arthur  M.  Smith 

Rayburn  S.  Dezember 

Arthur  W.  Foster 

Howard  W.  Rathbun 

Edward  L.  S.  Evans 
Warren  R.  Harding 


President,  The  Conrad  National  Bank  of  Kalispell, 
Kalispell,  Mont. 

October  31, 1969,  and  April  3, 1970. 

President,    San   Joaquin   Valley   National   Bank, 

Tulare,  Calif. 
President,  Wells  Fargo  Bank,  N.A.,  San  Francisco, 

Calif. 
President,  Escondido  National  Bank,  Escondido, 

Calif. 
Chairman  of  the  Board  and  President,  Beverly 

Hills  National  Bank,  Beverly  Hills,  Calif. 
President,   The   First  National  Bank  of  Orange 

County,  Orange,  Calif. 
Chairman  of  the  Board  and  President,   Hawaii 

National  Bank  of  Honolulu,  Honolulu,  Hawaii 
Chairman  of  the  Board  and  President,  First  Na- 
tional Bank  of  Nevada,  Reno,  Nev. 
Chairman  of  the  Board  and  President,  Bakersfield 

National  Bank,  Bakersfield,  Calif. 
Chairman  of  the  Board  and  President,  The  First 

National  Bank  of  Cloverdale,  Cloverdale,  Calif. 
President,  The  First  National  Bank  of  San  Jose, 

San  Jose,  Calif. 
President,  Valley  National  Bank,  Salinas,  Calif. 
President,  The  First  National  Bank  of  Pleasanton, 

Pleasanton,  Calif. 


STATISTICAL  APPENDIX 


TABLES 

The  statistical  tables  to  this  annual'  report  will  be  published  in  the  separate 
'Statistical  Appendix." 
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Debt  management.  See  Federal  debt :  Management. 
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